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At the moment, neither prices nor opinions about prices have the look of inflation 
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the Department of Commerce added about $2 bil- 

lion to the level of gross national product for 1956 
as a whole. As might be expected, the bulk of this addi- 
tion appears in personal consumption expenditures, 
which represent the bulk of national product itself. As 
in past recent revisions, most of the increase in personal 
consumption expenditures has centered in outlays for 
services. And, again, as in past revisions, the increase in 
personal expenditures is greater than the increase in 
personal incomes, with the result that the personal sav- 
ing rate has been revised slightly downward. 


ir ITS LATEST revision of the national accounts, 


Closer to Expectations 


The downward revision in personal income and per- 
sonal saving in 1956 was accompanied by an upward 
revision in the volume of inventory accumulation. This 
would be somewhat surprising if it occurred as part of 
the developing trend of business; the personal saving 
rate and inventory investment usually move in the same 
direction. In a retrospective revision, of course, the 
situation is quite different. In fact, the downward revi- 
sion in saving and upward revision in inventories makes 
very good sense; the 1955-1956 year-to-year movements 
of these two series now conform more closely to theo- 
retical expectations than they did before the revision. 

For purposes of current analysis, the $1-billion in- 
crease in the rate of inventory accumulation in 1956, 
and the revised indication that inventory change was 
positive in the first half of 1957, are perhaps the most 
significant aspects of the revision. Even retrospectively, 
the change in business inventories is very difficult to 
measure, and small differences from year to year should 
not be taken too seriously. Nevertheless, the present 
revision tends to support some reservations about the 
degree of “inventory adjustment” that is supposed to 
have been in progress in the first half of 1957. This re- 
turns inventory analysis to a firmer conclusion than was 
possible before: there is no serious overhang of inventory 
at mid-1957, but neither is inventory being reduced to a 
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point where replenishment of stock is likely to be an im- 
portant business stimulant in the near future. 

By itself, this does not bar a renewal of inventory 
demand in the fall—even a sharp renewal. Price trends, 
as well as physical requirements, help to determine in- 
ventory policy; and, of course, inventory policy helps to 
determine price trends. If demand for shelf stocks does 
not start prices up, it is still possible that an uptrend in 
prices would awaken demand for shelf stocks. For the 
individual company, as well as for business as a whole, 
prices are a basic dimension of inventory policy for late 
1957 and early 1958. 

From December, 1952, to June, 1955—a period that 
covered the last burst of the Korean boom, the recession 
of 1954, and then a new upsurge of consumer demand in 
the first half of 1955—the general price level, as meas- 
ured by broad price indexes, showed little change. In the 
ensuing eighteen months, prices clearly broke out of 
their range of the preceding two and a half years. Whole- 


Percentage Changes in Prices, by Economic Sector 
from June, 1955, to June, 1957 
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sale prices, and then consumer prices, began to rise at a 
rate of between 3% and 4% per annum.! Industrial 
wholesale prices rose almost 8% from mid-1955 to the 
end of 1956; prices of producer durables rose over 13%. 
While this is far from galloping inflation, it was rapid 
enough to raise serious national concern over the pro- 
spective course of the American dollar. 

What caused the rise in the price level remains a sub- 
ject of warm and occasionally hot debate in Washington 
and among business groups throughout the country. In 
the course of the debate, the inflation has been attrib- 
uted to excessive debt creation, rising government 
spending, rising wages, rising prices (which cheerfully 
blends cause and effect, and thereby forestalls all further 
analysis), or a carry-over from the excessive growth in 
money supply in earlier postwar years. 


Lost: Some of Subject Matter 


Regardless of which of these arguments have merit, 
and which do not, inflation itself, if it is measured by 
price trends, has become strangely subdued in the first 
six months of 1957. In fact, one is tempted to say that 
in the course of the debate over inflation, an important 
part of the subject matter has momentarily vanished. 

In June, the BLS wholesale price index (1947-1949 = 
100) stood at 117.4, about 3% above its level of a year 
ago but only about 1% above the level at the end of 
1956. Most of the rise in the past six months is owing to 
recent seasonal strength in farm products and processed 
foods; industrial commodity prices in June were less 
than 144% above December, and no higher than they 
were in January. In fact, industrial wholesale prices 
have been in a very slight decline since February. Of the 
thirteen components of the industrial wholesale price 
index, five—textiles and apparel, rubber and products, 
lumber and products, metals and products, and miscel- 
laneous—are below their level of six months ago. Whole- 
sale prices viewed by economic sectors also suggest some 
tapering off. As of June, crude materials for further proc- 
essing (excluding foods and fuels) were slightly above 
their level of six months ago; intermediate materials 
(again excluding foods) were also slightly higher than 
six months ago. Finished goods were up about 1%, but 
even here the rate of increase has clearly slowed. In the 
six months ended in December, 1956, producer finished 
goods increased 5%; in the six months ended June, 1957, 
the increase was about 1%. 

Consumer prices have continued to rise in the first 
half, partly because of their lagged relationship to whole- 
sale prices, and partly because of the secular uptrend 
in the prices of services. They are rising now mainly 


be “The Price Breakout,” The Business Record, February, 1957, 
p. 


The Wholesale Price Trend, by Economic Sector 
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because of seasonal strength in certain foods, notably 
fruits and vegetables. (Between March and May, prices 
of fruits and vegetables increased 5%, while total con- 
sumer prices rose about 14%.) Excluding food, whole- 
sale prices of consumer nondurable goods are now lower 
than they were in March and only negligibly higher 
than they were last January; prices of consumer dur- 
ables are actually lower than in March or January. 
This pronounced tapering in the rate of increase of 
wholesale and consumer prices is the more significant 
because it can be traced very thoroughly down to the 
raw materials level. While retail prices have about con- 
sumed the energy imparted to them by the preceding 
rise in wholesale prices, the wholesale price level itself 
is gaining no new energy from rising raw materials 
prices. In fact, the raw materials price trend seems to be 
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sapping the strength of the general price level (see 
chart), 

This is hardly the internal structure one would look 
for among price trends during an inflation. It suggests 
that prices are now caught in a squeeze; at the finished- 
goods top of the structure, buyer resistance is tending to 
restrain increases; at the raw-material foundation of the 
structure, ample capacity has precipitated intensely 
competitive selling conditions. 

In the face of these statistics on the flattening trend 
of prices, the inflation debate continues on its wordy 
way. This is not to deprecate inflation as a subject of 
long-run national concern. But for the short run, one 
might do well to recognize that prices can go down as 
well as up, and that their trend is determined by the 
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demand and supply, as well as by costs of production. 

It may be of some interest to note that, despite the 
barrage of inflation reports, consumers are far from un- 
alterably convinced that inflation is a normal condition 
of American markets. The June survey of consumer 
attitudes and inclinations to buy conducted by the 
survey research center of the University of Michigan 
suggests that consumers in general now take a jaundiced 
view of current prices, but are not incited to buy by a 
fear that prices will go still higher. The survey shows a 
small drop (from the previous survey conducted in late 
1956) in the percentage of families expecting further 
rises in the prices of household goods and clothing, and 
a somewhat larger drop among families with incomes of 
$5,000 and over. 


Price Trends of Raw Industrials 


The thirteen so-called “raw industrials” in- 
cluded in the BLS index of spot commodity prices 
rose slowly in late 1955, executed a pronounced 
v-trend in 1956 (apparently reflecting the strike- 
induced collapse and surge of steel scrap prices), 
and then sagged again in the first half of 1957. 
Of the thirteen commodities, six are now lower 
than at mid-1955; nine are lower than at the end 
of 1956; 


Index numbers, June, 1955=100 
Sources: Bureau of Labor Statistics; The Conference Board 
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There was also a small increase in the percentage of 
families thinking this is a bad time to buy household 
items and a small decrease in the percentage of families 
who think this is a good time to buy. Perhaps the most 
significant statistic emerging out of the survey is a very 
considerable drop in the proportion of families expecting 
“good times” in “the next five years or so,’ and a com- 
parable rise in the percentage expecting “bad times.” 


Diffusion Index Rises 


Tue ConFERENCE Boarp’s diffusion index rose in 
May, and was approximately stable in June, after hav- 
ing declined steadily in the first four months of 1957. 
Preliminary estimates put the June index at —1.33. 

The improvement in recent months reflects the end of 
the decline in hours worked in soft-goods industries, 
some improvement in production in paper and allied 
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products industries, and an irregular uptrend in housing 
starts during the second quarter. The index remains in a 
negative zone because of continued declines in steel pro- 
duction, new orders for durables goods, freight carload- 
ings and average hours worked in durables industries. 

The diffusion method of summarizing the behavior of 
a large number of individual indicators is described in 
the Board’s Technical Paper Number 5, “Cyclical 
Diffusion: A New Tool for Business Analysis.” A re- 
vision of the original index, as described in the Technical 
Paper, appeared in the May, 1957, issue of The Business 
Record. 


As a class, consumers thus appear to have been more 
influenced by talk of layoffs and unemployment than 
they have been by talk of inflation. To use the survey’s 
own language, “optimism regarding the long-term out- 
look is less widespread and has diminished substan- 
tially.” 

These sentiments are not particularly consistent with 
an inflationary view of the future. And the survey’s 
tabulation of buying intentions does not describe an 
urge to acquire goods before their prices rise still higher; 
on the contrary, it suggests rather that household goods 
producers may do well to hold their current level of 
prices. These data on “buying anticipations” are not of 
course highly reliable, since consumer anticipations can 
change rapidly and spontaneously. They make the 
point, however, that the trajectory of prices over the 
past two years has not provided further stimulus to in- 
flation psychology on the part of the buying public. 


Expectations and the Cycle 


Viewed in the entire five-year perspective permitted 
by the survey, there is some ground for thinking that 
the business cycle, as well as the long-term uptrend in 
the postwar price level, works its way into general price 
expectations, and that the cycle component has been 
dominant over the past year. For example, only 6% of 
families interviewed in late 1952 expected prices to rise; 
26% expected prices to fall. The percentage expecting a 
rise reached a peak of 45% in the survey of midsummer, 
1956; in the past year it has declined, to approximately 
42%, 

Opinions that “this is a good time to buy”’ large house- 
hold items were reported by 26% of the families inter- 
viewed in late 1952; 40% then thought that it was a bad 
time to buy. The percentage considering it a good time 
to buy rose to a peak of 55% in mid-1955; it has declined 
slightly, but with some acceleration, to a level of 47% 
currently. The percentage thinking it a bad time to buy 
reached a trough of 18% in mid-1955. It has since fluc- 
tuated between 17% and 20%. 

All these statistics, taken together, describe a con- 
sumer sector that is still as uncertain on the subject of 
inflation as the price statistics themselves. The level of 
the percentage of families expecting rising prices cer- 
tainly reflects the long postwar increase in the cost of 
living. But the recent decline in this percentage, and the 
rise in the percentage expecting bad times, suggest that 
little speculative buying (to beat price rises) should be 
expected of consumers in the fall. 

Much the same lack of concern with inflation appears 
in the opinions of purchasing agents, as recorded by the 
monthly publication of the National Association of 
Purchasing Agents. The July survey of opinion among 
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this group finds inventories “coming into balance,” but 
points out that “there is still little inclination to build 
mventories to beat price increases either current or 
anticipated.”’ The sentiment of these acute students of 
prices seems to be that abundant supply will protect 
them against all but the most improbable increases in 
demand for commodities. 


Coverage on Capital Items 


Of course, purchasing agents can be wrong. The point 
here is not whether they are right or wrong but whether 
their attitude concerning prices has been substantially 
influenced in the direction of expecting inflation. In- 
deed, the reaction of purchasing agents to the steel 
price increase of midyear, which had been widely pub- 
licized (and in somewhat exaggerated form) well in 
advance, suggested an almost disdainful attitude toward 
the price outlook. According to the latest survey, pur- 
chasing agents are maintaining relatively short forward 
coverage on the great bulk of industrial commodities. 

On the other hand, coverage on capital items is re- 
ported to be very extended; commitments are being 
made far in advance. On major capital outlays, the pur- 
chasing agent is likely to act as an agent of top manage- 
ment, whose approval on orders is required. The differ- 
ence in commitments, as between raw materials and 
capital goods, thus suggests that management’s view of 
the future may be more bullish, and more inflationary, 
than the views of purchasing agents. It may also suggest 
that the considerably greater strength of capital goods 
prices relative to raw materials prices has acted to main- 
tain a more inflationary set of expectations with respect 
to the future trend of such goods. 

Purchases are made by consumers, purchasing agents 
and governments for reasons other than beating the 
price trend. A substantial expansion in consumer de- 
mand, (whether or not related to a renewed expansion in 
consumer debt), a further elevation in capital goods 
demand, or increased outlays of state and local govern- 
ments could all induce a higher level of dollar demands 
for goods, and hence rising prices (and hence renewed 
inventory demand). Whether such a broad expansion is 
approaching is the general problem that is facing fore- 
casters. 

But in working on the problem, it would seem incorrect 
to assume that inflationary price expectations are now 
importantly influencing buying responses in the markets 
for consumer goods or raw materials, although they may 
still retain some influence in capital goods markets, 
where prices have risen most sharply and persistently 
over the past two years. 

ALBERT T. SOMMERS 
Division of Business Analysis 
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Business Forecasts 


General 


Business Conditions, published by the Federal Reserve 
Bank of Chicago (July)—“‘When 1957 draws to a close, it will 
probably be characterized as a good, but not spectacular, year 
for retailers. Chances are strong for a moderate dollar-volume 
gain over a year ago during the second half, with some likeli- 
hood that sales will top 1956 in physical volume too. Behind 
the likely sales increase at the retail level are prospects of a 
continued rise in personal income and some further advance 
in consumer prices.” 

Harry A. Bullis, chairman, General Mills Corporation (as 
reported in The Commercial and Financial Chronicle, July 18) 
—“The outlook for business for the remainder of the calendar 
year 1957 is good, says Harry A. Bullis. . . . A total gross 
national product of $440 billion is expected by the end of the 
year. While the first-quarter lull in economic activity has 
practically reached a close, and a generally satisfactory rate 
of gain is in prospect, there is a threat of inflation in the period 
ahead, he said. Defining inflation as ‘rising prices,’ it looks as 
though we will continue to have mild inflation. It would 
appear that money rates are bound to continue high for some 
time ahead. Continuing, Mr. Bullis said: 

“Expenditures for plant and equipment should reach a new 
high of $37.9 billion annual rate for the third quarter, and 
while this record-breaking rate of investment may be slightly 
checked in the future, the supply of goods will be increased 
with increased efficiency of production. Family incomes are 
growing. In 1945, they averaged about $4,000. In 1955, they 
were $5,520. By 1960, it is estimated average family incomes 
will be around $6,125, and by 1965 around $7,000. Consumers 
will have money to spend. 

“Research, invention, and innovation continue to develop 
new products, new processes, and new methods which are com- 
pelling factors in progress. We should realize the almost in- 
describable technological revolution, or rather evolution, in 
which we presently find ourselves. This evolution will do much 
to change industrial life and expand the fortunes of the people. 
While the new technology is being mastered and developed, 
there will be adjustments in various industries; but our people 
like this economic development, and, in spite of a mildly rising 
price level, seem to be willing to pay the price for prosperity. 
Unless serious unforeseen complications develop on the inter- 
national scene, the long-range prospects look very good 
indeed.” 


Electric Power 


Fischer S. Black, publisher and editor, Electrical World, 
(as reported in The Commercial and Financial Chronicle, 
July 11)—“Since 1950, manufacturing production has in- 
creased 27% with only a 7% increase in production workers 
and man-hours. During this period use of electric energy per 
worker has climbed 37%. Use of electrical energy per worker 
must double by 1970 if we are to achieve an expected increase 


(Continued on page 360) 


1957 AUTO MARKET—NORMAL OR SUBNORMAL? 


Auto Sales Catch Up with Output as Stocks 
Level Off 
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r HE TREND of the automobile market thus far in 
1957 has been one of the year’s more significant 
disappointments. 

At the beginning of the model year last fall, manu- 
facturers set their sights on an over-all total of 6.5 
million cars for the calendar year 1957. Sales for the 
first half of this year were close to 3.1 million units. 
(Production was a little under 3.4 million; dealer stocks 
rose 250,000 to a level of about 750,000—somewhat less 
than at the same time last year.) Projections for 1957, 
based on sales for the first half of the year and some 
heroic assumptions about the industry’s seasonal pat- 
terns, indicate that registrations are heading toward a 
total in the neighborhood of 6 million cars. This com- 
pares with total registrations of a shade under 6 million 
in 1956, and 7.2 million in the peak year of 1955. At 
6 million, 1957 would be the industry’s third best year: 
a respectable performance, but nonetheless below the 
expectations of analysts in and out of Detroit. Higher 
dollar incomes of consumers and total restyling of a 
majority of automotive products are evidently leaving 
the 1957 market at its 1956 level. 


A PROBLEM FOR '58 


An important question facing automobile makers in 
their 1958 planning is whether they have overestimated 
the “true” size of the market or whether sales did not 
reach their full “potential” in 1957 because of special 
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influences peculiar to the year. A possible special in- 
fluence is suggested by the sharp changes in shares of 
the market among the so-called “big-three’”’ producers. 
Two of the industry’s Big Three have been racking up 
sizable increases in sales so far this year. Registrations 
for the first five months of the year are up 14% in the 
case of Ford, and up 20% for Chrysler. Sales of General 
Motors, on the other hand, declined 12% for the same 
period. General Motors’ share of the market, which was 
52.2% of January-May registrations in 1956, has fallen 
to 45.6% this year. Chrysler’s share has risen from 15.9% 
to 19.0%, while Ford’s share rose 314 percentage points 
to 30.1%. 


WEIGHING THE FACTORS 


This pronounced shift of shares adds an unusual 
dimension to automobile market analysis in 1957. 
Particularly, the fact that one major producer’s share 
has declined markedly from its share in the past several 
years raises the point of how much importance should 
be attached to considerations of styling and brand 
loyalty factors in this year’s market. Both Ford and 
Chrysler came out with new styles in the 1957 models; 
in the case of several models in these lines, the styling 
was radically different from past models. General Mo- 


Auto Credit Still Rising as New Credit Granted Out- 
paces Repayments 
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tors adhered basically to the same style at the lower end 
of its line; its three higher priced cars were basically 
restyled, but (according to most commentators) along 
more conservative and traditional lines. 

Given these style changes, did those producers whose 
market shares rose gain sales at the expense of the pro- 
ducers whose shares declined, or have their sales gains 
simply reflected a larger available market? To put the 
same question another way: did the producer whose 
share declined lose sales to other producers, or has it 
accumulated a backlog of buyers for the future? Did 
styling differences redistribute demand among the 
producers? Or did brand loyalty redistribute demand 
through time by postponing some sales into 1958? Has 
brand loyalty introduced lags and frictions into the 
market under conditions of rapidly changing shares? 
These questions have real meaning for auto sales in the 
fourth quarter of this year, and perhaps for all of 1958. 

If the total “normal” market for cars this year is 6 
million, two main producers will have captured about 
300,000 cars that the third producer would have been 
expected to sell, based on historical industry shares. But 
if Ford’s and Chrysler’s gains occurred because of an 
across-the-board increase in the potential market, while 
prospective General Motors buyers held back—esti- 
mates of the size of the 1957 market would have to be 
significantly higher. Assuming Ford and Chrysler were 
to hold on to their actual unit gains, and General Motors 
were to garner its usual share of the market, the indi- 
cated total market for 1957 would be over 6.6 million 
cars. 


STATE PARTIALITIES 


Tt is, of course, unrealistic to assume that there have 
been no “capture sales” on the part of Ford and 
Chrysler; it is equally unrealistic to assume that all of 
Ford’s and Chrysler’s gains came from General Motors. 


Share of Cars Sold on Credit Stays Close 
%, to Postwar Peaks 


Shy aepemerwpacar eres = 27 ee CA ee OE | 


Source: Federal Reserve 
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Two Cars, and Economy, Too 


The shift into lower price lines notable throughout 
the postwar period is continuing this year. Close to two 
out of every three cars sold in 1957 will be in the lower 
price categories. The ratio was as low as one half early 
in the postwar period. 

At the same time, the small foreign car is enjoying 
rapid market growth. For the first five months of 1957, 
foreign-car registrations were 63,000, almost double last 
year’s level (and 1956 was up 76% from the previous 
year). Foreign-car sales may exceed the combined sales 
of the domestic independents this year. 

In 1949, 51% of all spending units owned at least one 
car. The growth of real incomes and the suburbanizing 
of metropolitan populations have raised this total to 
72%. But the gain for the two-car family is even more 
spectacular. In 1949, only 3% of all spending units 
owned two cars; the figure is now 10%. About 30% of all 
spending units with incomes over $7,500 now own two 
cars. The development of the two-car market may 
partly account for the increasing penetration of foreign 
and low-priced domestic models, 


But that brand loyalty has had some effect on the pres- 
ent market can be inferred from surveys on car owner- 
ship and the marketing pattern of the various makes 
throughout the states. About four fifths of all car buyers 
trade in their used cars on models made by the same 
manufacturer. And certain cars sell consistently better 
in some areas than in the rest of the country. General 
Motors generally does better than its national average 
in Alabama, Kentucky, Louisiana, Texas and Wyoming; 
Ford sells a higher-than-average proportion in the 
South; Chrysler’s best relative performance is in New 
Jersey, New York and Pennsylvania.! Does this brand 
loyalty extend to not buying? How many of General 
Motors’ loyal customers are sitting this year out? 


NEARER LOWER THAN HIGHER RANGE? 


Although it seems likely that the range of “‘lost”’ auto 
sales this year is somewhere between zero and 600,000 
units, a study of long-term factors influencing new-car 
sales suggests that it may well be closer to the lower 
figure than the higher one. The application of a regres- 
sion formula? correlating new automobile sales with 
the number and income of households discloses an ex- 


1'These regional differences may partly reflect differences in the 
relative strength of dealer representation and marketing ability, a 
factor difficult to separate conceptually from “brand loyalty” 

2The equation based upon the years 1925-1940 is as follows: 
Log Y=10.9624+2.2830 Log Xi+2.4069 Log X2—0.004134 Xs, 
where Y equals new-car registrations per 1,000 households, X; equals 
real disposable income per household (in 1947 prices), X2 equals per 
cent of current to preceding year’s real disposable income per house- 
hold, and Xs; equals time, with origin at the end of 1932. R=0.96. The 
formula first appeared in the November, 1954, issue of The Business 
Record, and was reproduced in the January 1956 Business Record. 
Sources: R. L. Polk and Company; U. S. Department of Commerce; 
American Telephone and Telegraph Company; Bureau of the Census; 
The Conference Board 
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pected registration of about 6-million cars for this 
year. (The calculation for 1956 resulted in an expected 
registration of just under 6 million, which matches the 
actual figure.) 


GIVE CREDIT TO AUTOS 


Recent credit trends also tend to suggest that auto- 
mobile sales are close to the “normal” rate that could 
be expected with current incomes, population trends, 
and automobile prices. Heavy reliance on credit (see 
chart) on the part of buyers has been a major mechanism 
through which the postwar growth in car sales and 
ownership has taken place. Not only has more credit 
been used, in line with the upward trend in car sales, 
but the proportion of people relying on credit is greater 
now than it was in almost all previous postwar years. 
Last year set a record for the percentage of new cars 
bought on credit (about two thirds) even though total 
sales were well below record-smashing 1955. And the 
proportion of credit sales this year is not far behind 1956. 

While changes in credit terms and ready availability 
of credit made it possible for the 1955 surge in consumer 
demand to be translated into sales, a comparable fur- 
ther liberalization in terms and availability of credit is 
generally considered now to be quite improbable. The 
average maturities of outstanding automobile paper, 
though down to about twenty-one months at midyear 
compared with twenty-three months a year ago,! are 
still above mid-1955. In recent months, auto credit 
terms appear to be easing somewhat, with contracts of 
over thirty months enlarging their proportion of all 
contracts written.? 

Witu1aM B. FRANKLIN 
Division of Business Analysis 
1 This decline, relative to 1956, may reflect a higher proportion of 


used-car sales to total sales in 1957. Terms in used cars tend to be 
shorter than in new cars 


2 This feature of sales terms has an important influence on car sales, 
according to the Federal Reserve’s study of credit influences on the 
1954-1955 market. From the first half of 1954 to the second half of 
1955, maturities of thirty months or longer rose from one third of all 
instalment purchases to two thirds. Down payments of less than 25% 
of the cost of the car rose from one third to almost one half 


Business Forecasts 


(Continued from page 357) 


of 64% in manufacturing production with practically no in- 
crease in manufacturing man-hours. 

“Tn total, sales of electric power will triple by 1970, reaching 
a grand total of around a trillion and a half kilowatt-hours. 
The electric utilities will grow in proportion. Whereas today 
they are spending for capital expansion around $5 billion per 
year, their budgets will have to climb to about $11 billion to 
handle the load of 1970. . . . 

“If the electric power consumption grows in the next four- 
teen years at the same rate as in the past fourteen, sales of 
electrical energy can climb 400% over 1956. Electrical manu- 
facturers’ business could then grow to some $50 billion per 


year, rather than the $40 billion which we currently pre- 
dictasst ” 


Metalworking 


Steel—(July 1)—“Metalworking’s boom has eased up, but 
it hasn’t topped out. Sales volume in the second half will be 
higher than it was in the first half of this year and the second 
half last year. Dollar volume this year will be comfortably 
ahead of what it was in 1956... . 

“Four out of five [managers queried] think the second half 
will be as good as or better than the first. Two of the three 
expect the second half to be as good as or better than the 
second half of 1956. Seven of ten predict that their dollar 
volume in 1957 will be as large or larger than it was in record 
1956. 

“Especially bullish are the manufacturers of electrical 
machinery and equipment, fabricated metal products, and 
instruments and scientific apparatus. They are counting on 
increases of 7% to 9.5% in second-half dollar volume over that 
for the first half. 

“Machinery people, except electrical, anticipate a slight 
downturn because backlogs of some producers have been dis- 
sipated during the first half. The transportation industry, 
heavily influenced by the auto makers, looks for a slight im- 
provement. Primary metals industries expect a dollar-volume 
increase as a result of higher prices during the second half. 
Physical volume may be slightly lower. . . .” 


Pulp, Paper and Board 


Paper Mill News (July 20)—“. . . In 1965 the estimated 
United States net demand for paper and board will total 43.8 
million tons, an increase of 40% over 1956 production of 31.3 
million tons. Increases in expected 1965 net demand by grade 
groups of paper and board, compared with 1956, are expected 
to vary. 

“On the indicated maximum basis, total United States com- 
mitted paper and board annual capacity should reach $9.7 
million tons in 1959, compared with the corresponding 1956 
capacity of 34.1 million tons, an increase of 16.5%. On the his- 
torical basis, 1959 committed annual capacity would be 37 
million tons, an increase of 16% over the corresponding 1956 
capacity. 

“For 1958, United States paper and board committed 
capacity is expected to total 38.8 million tons on the indicated 
maximum basis or 36.1 million tons on the historical basis, 
compared with net demand (required production) of 34 million 
TONS sa tem 

“World newsprint demand in 1959 is expected to total 14.9 
million tons compared with a production potential of 16.3 
million tons. Beginning in 1957 there is expected to be a grow- 
ing cushion of supply in excess of world demand. 

“United States newsprint consumption demand is expected 
to rise to 8.2 million tons in 1965, compared with 6.8 million 
tons in 1956, a gain of 21.3%. For 1957, 1958 and 1959 a grow- 
ing margin of supply over demand is indicated. During these 
three years United States newsprint capacity increases are ex- 
pected to more than meet the growth in domestic demand, 
with the result that newsprint imports into the United States 
may decline in this period. 

‘ “Net demand for wood pulp produced in the United States 
in 1965 is estimated to total 32.4 million tons, an increase of 


(Continued on page 374) 
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Total Expenditures on Existing Residential Property 
(as revised) Have Been Rising Steadily . . . 


Additions Maintenance Total Spending 
and and on 
Alterations Repairs Existing Housing 
(billions of dollars) 

NOAG ao. et: $1. $2.7 $4.0 
1 ee 2.0 4.2 6.2 
10487% 5 52s. 2.5 4.8 7.3 
1040 Fe. 2k 2:2 4.8 7.0 
MOGOR Bee as 2.4 4.6 7.0 
LOGUE cose ae 2.5 5.0 7.5 
LOG OL EF. Si 2.8 5.3 8.1 
OSS ec sak SOs 5.3 8.3 
LI prety eR 3.0 5.7 8.7 
MOBS ae. sok 3.4 6.5 9.9 
| AE ee One & 3.6 a a 


. - » And Now Total about Three Fourths as Much as 
Spending on New Housing 


peda ie Addie Total perstme 
Units Alterations Existing Housing 
(billions of (As Percent of Spending 
dollars) for New Dwelling Units) 
OSG ot oot. $3.3 39% 121% 
WO47ey fra) acut 5.6 36 113 
(ee ae y 33 97 
OS eae 7.38 30 96 
PIGO-EY Sere 11.5 21 61 
COGN ..sieh 9.8 26 77 
LN Re 9.9 28 82 
TD E Near cnet 10.6 28 78 
UOSSGT S, ooton 12.1 25 72 
NODS 5 chews os8 15.0 23 66 
OGG one 5.5 eis 13.5 Ear a 


a—Maintenance and repair figures, prepared by the Department of Com- 
merce, are not yet available for 1956 


NEW LOOK 
IN CONSTRUCTION 
STATISTICS 


OME OWNERS and landlords have been making 
substantial outlays for additions and alterations 

to their existing residential properties in the postwar 
years. However, the size and importance of these ex- 
penditures have been a subject of debate. Many stu- 
dents of construction trends have felt that government 
estimates of this spending have been low throughout the 
postwar years—a view that has been confirmed by the 
Federal Reserve’s annual survey of consumer finances, 
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Estimates of postwar spending for con- 
struction move to a higher level. . . 


Total Construction Spending 


Millions of dollars; monthly averages 


Old Revised Amount of 
Series Series Change 
19455 siete sconiecters $ 469 $ 484 $ 15 
LOAG i aiseeere eee 1,000 1,061 61 
OAT escort tee 1,391 1,493 102 
LO4SS Seeks Oe nets 1,807 1,936 129 
1949 epee. lates 1,899 2,013 114 
TODO Re yates sont 2,371 2,496 125 
LOO Re cls sa 2,599 2,729 130 
19SD SM ees 2,751 2,896 145 
19SS sce eet! 2,939 3,093 154 
US): Tena espa rer ae 3,149 3,306 157 
LOGOS pres caer ae 3,583 8,715 132 
OSG eis SAIS AS 3,688 3,838 150 
BS iS ainas Saleen oe 3,709 3,900 191 


... with a sharp upward revision in esti- 
mates of private spending for additions 
and alterations... 


Private Spending for Residential Additions and 


Alterations 
Millions of dollars; monthly averages 


Old Revised Amount of 
Series Series Change 
OAS rier a ssa sushorsys $ 28 $ 43 $ 15 
WOAG oe ancy wine ave 48 109 61 
TOS Cae eee os 61 163 102 
1948 caer saan 77 206 129 
DQG ons chats cys snare 69 183 114 
LODO eer estet so specs 15 200 125 
TOS See hake oats 78 208 130 
LOGR ches siete 87 232 145 
NODS eistc.c  satge aes 92 246 154 
LODE Te ie eco teo,2 ers 94 251 157 
1955 22st 106 281 175 
TOGG cn syeneccheiomsays« 115 308 193 
LOD eres eciises 195 835 210 


... partly offset by a sizable cut in esti- 
mates of highway spending for recent 
years 

Public Spending for Highways 


Millions of dollars; monthly averages 


Old Revised Amount of 
Series Series Change 
1955K. coe ee es $377 $338 $—39 
LOGIN FIG. Bie 425 373 —52 
MOST stone seas idter vont 459 420 —39 


1 Figures for 1957 based on averages of seasonally adjusted annual rates 
in peta ds months of the year 


the interindustry studies of the Bureau of Labor Statis- 
tics, and the Census survey of expenditures on resi- 
dential owner-occupied properties in 1954. 

Recent revisions in the BLS series of nonfarm resi- 
dential additions and alterations put expenditures by 


362 


home owners or landlords—for finishing an attic or 
basement, adding a wing or story, or converting space 
to provide additional dwelling units—at around $335 
million a month in early 1957, after allowance for 
seasonal factors. This is almost three times as large as 
the monthly outlay indicated by the old series. Re- 
visions of similar magnitude were made for the years 
1945 to date. 


Importance of “Improved Homes” Spending 


The revised figures underline the importance of addi- 
tions and alterations as a factor in total spending for 
nonfarm housing. Prior to the revision, this type of 
spending was shown as accounting for only about 10% 
of total residential outlays. The new figures would sug- 
gest that additions and alterations are now nearer 25% 
of the total (in early postwar years, before the new- 
housing boom matured, they were over 30% of the 
total). 

Additions and alterations are not the only type of 
expenditures on existing residential property. Outlays 
for painting, decorating, and repair of worn-out equip- 
ment take even more construction dollars. Estimates of 
these maintenance and repair expenditures (by the De- 
partment of Commerce) were revised upward a few 
years back to reflect the same developments in postwar 
spending patterns that led to the recent revisions in the 
BLS additions and alterations series. In practice, these 
two types of spending are hard to separate. Whenever 
possible, expenditures that add to the value of the in- 
vestment are included in additions and alterations; ex- 
penditures that are costs incurred to maintain the 
property in good condition are included in maintenance 
and repairs. 

Although the BLS series on additions and alterations 
is available monthly in the new construction put-in- 
place figures, the Commerce series on maintenance and 
repairs is available only annually. For 1955, residential 
nonfarm maintenance and repairs totaled $6.5 billion; 
spending for additions and alterations, plus mainten- 
ance and repairs, was thus just under $10 billion. 

In the early postwar years, spending on existing 
housing was taking about as many construction dollars 
as new housing. Even in 1950 and 1955, peak years for 
new housing, spending for additions and alterations, 
plus maintenance and repairs, was about two thirds as 
large as new-housing expenditures; in the other postwar 
years, spending on existing dwellings has accounted for 
about three fourths as much dollar volume as outlays 
for new housing. The building trades and building sup- 
pliers thus have a much bigger stake in the “fix-up” 
market than earlier figures would have indicated. 


The Construction Total 


The recent revisions in the figures for additions and 
alterations are mainly responsible for an increase of 
between $100 million and $150 million a month in the 
estimates of total construction spending in most post- 


war years. The gains for recent years would have been 
even larger had it not been for an accompanying down- 
ward revision in estimates for highway spending, an- 
nounced at the same time. For recent years, about 10% 
of the earlier estimates of highway spending was pared 
away. Along with the revisions in additions and altera- 
tions and highway spending came the regular annual 
revisions in the components of construction outlays. The 
estimate of industrial plant expenditures was reduced a 
little less than 1% for 1956. Construction outlays by 
public utilities for 1954 to date were shaved a bit; farm 
construction estimates for 1956 were revised slightly 
upward. 


Trend Not Affected 


On balance, these revisions changed the level, but 
did not appreciably change the trend, of postwar con- 
struction. However, the downward revision in high- 
ways and the upward revision in additions and altera- 
tions took the public share of total construction spend- 
ing from 31% to around 28% in recent years. 

Despite the upward revisions, the physical volume of 
construction activity lags behind 1955 peaks, 1956 still 
showing a 2% decline from prior-year levels. On the basis 
of the first six months, the physical volume of construc- 
tion activity in 1957 is off about 1% from 1956, and 3% 
from 1955. 

Rosert H. Persons 
Division of Business Analysis 


WHERE AUTOMATION PAYS OFF 


“There is one important economic conclusion that can be 
drawn from this quick survey of the scientific origins of autom- 
atism and the procedures by which it is brought to bear upon 
practical problems: the marginal cost of data processing and 
communication, considering the fields as a whole, should con- 
tinue to fall for at least a generation—so promising is this field 
of inquiry for innovation! This conclusion has been arrived 
at by observation from the outside, but it corresponds with 
the virtually unanimous impression of investigators working 
in one or another compartment within the field. 

“Contrast this outlook with that for water, power, fuels, 
other raw materials, and labor in the American economy, 
where one can only anticipate gradually rising costs over that 
period of time, and with other inputs, such as transport and 
chemicals, where costs considered as a whole may be relatively 
constant. Therefore, wherever the laboratories can find a 
means for reducing the input of water, energy, materials, or 
labor by substituting data-processing or communications, im- 
portant savings are likely to be won by the substitution. The 
sophisticated cost accountant—that is, the professional man 
in the firm, or its equivalent, who tries to fit these basic eco- 
nomic observations to the decisions—will therefore on most 
occasions be aligned with the engineers in favoring the fully 
automatic, as against the partially automatic, solution.”— 
R. L. Meier, “Automatism in the American Economy,” The 
Journal of Business, January, 1956. 
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1956 Exports Show Marked Gains Over 1955 
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“WHAT” AND “WHERE” 


spurt in United States exports developed last 

year and has continued unabated into 1957. Ship- 
ments of domestic merchandise abroad during 1956 hit 
a record high of $18.8 billion,! 22% above the preceding 
year. Further gains of a similar magnitude occurred in 
the first five months of 1957. Exports through May of 
this year totaled some $9 billion, compared with $7.4 


‘ee four years of relative stability, a strong 
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OF THE EXPORT BOOM 


billion for the comparable 1956 period. If domestic ship- 
ments to foreign countries continue at recent rates, the 
annual total will exceed $20 billion. 


1 Military aid shipments under the mutual security program totaled 
$1.7 billion in 1956, somewhat above the $1.3 billion of 1955, but sub- 
stantially below the levels of 1953 and 1954. These shipments have 
become a markedly smaller fraction of total exports; under 10% in 
each of the past two years, compared with 22% and 15% in 1953 and 
1954, respectively 
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High-level economic activity abroad has been among 
the principal causes of the burgeoning of demand for 
United States products. The Suez crisis also contrib- 
uted to the upswing in foreign purchases of United 
States coal and petroleum, and government programs 
were an important stimulant to exports of farm prod- 
ucts, particularly of wheat and cotton. 


Export Prices Edge Up 


In the aggregate, export prices rose 3% from 1955 to 
1956. However, divergent movements appear among the 
components. While some export prices suchas petroleum, 
coal, and steel rose during 1956, others fell, notably cot- 
ton which was off some 15% from 1955. Export prices of 
nonagricultural goods in 1956 averaged around 5% 
above 1955; export prices of agricultural products, taken 
as a whole, but excluding cotton, were about the same 
as in 1955. However, the dive in cotton prices brought 
the total price level of farm products about 314% below 
1955. 


Agricultural Products 


Agricultural exports have risen steadily over the past 
three years, recovering from the post-Korean slump. 
Last year they reached $4.2 billion, an all-time high, 
30% above the $3.2 billion of 1955, and have continued 
to rise this year. The advance in agricultural exports 
last year constituted nearly one third of the $3.4-billion 
rise in total exports. Reflecting the dip in average export 
prices, the quantity measure of farm exports showed a 
larger gain (35%) than did value. 

Exports of cotton and wheat (including flour) to- 
gether made up over one third of all farm exports and 
were responsible for more than half of the $1-billion 
rise from 1955 to 1956. Other agricultural commodities 
that were also significant contributors to the rise are 
rice, dairy products, meats, vegetable fats and oils, 


New Peak in '57 for U. S. Exports 


Billions 


$2.2 
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Source: Department of Commerce 


fruits, and vegetables. Actually gains were made by 
virtually all groups of farm products with one notable 
exception, leaf tobacco, which slid fractionally from 
$356 million in 1955, an all-time peak, to $333 million 
last year. The decline is accounted for mainly by a cut- 
back in tobacco imports by the United Kingdom and 
increased tobacco output by some of our major com- 
petitors—Canada, India, Turkey, and Greece. 

United States government programs have played a 
leading role in boosting farm exports. Sales for foreign 
currencies, barter, and government donations have 
helped considerably in lifting shipments to foreign coun- 
tries handicapped by dollar shortages. Competitive 
pricing of commodities owned by the Commodity 
Credit Corporation has also been a major stimulant, 
especially in the case of cotton. A precipitous drop of 40% 
in United States cotton exports that occurred in 1955 
stemmed largely from a price disadvantage in relation 
to competitors. In that year, United States cotton 
prices exceeded those’ of most foreign growers by as 
much as 25% to 30%. Establishment of competitive 
pricing of United States cotton in mid-1956 has sharply 
encouraged sales to foreign buyers. In addition to 
government programs, an important spur to foreign 
shipments of wheat in the past year and a half was the 
curtailed output in western Europe caused by bad 
weather. 


Nonagricultural Products 


As with farm products, gains of various magnitudes 
were recorded practically down the line for major 
groups of nonagricultural products. Especially large 
dollar gains were made in exports of aircraft and parts, 
coal and coke, construction and industrial machinery, 
electrical machinery, petroleum and products (chiefly 
crude petroleum), chemicals, iron and steel. 

Accelerated economic expansion in many foreign 
markets gave an added impetus to purchases of our 
goods. Foreign customers with the most marked in- 
creases in industrial production last year over 1955— 
Canada, France, Italy, West Germany, Japan, India, 
Mexico, and Venezuela—were for the most part the 
major sources of our export boom. Increased imports 
from the United States by these eight countries repre- 
sented well over one half of United States 1956 export 
gains. Canada, the leading customer in the postwar 
period—absorbing about one fifth of our total annual 
exports in recent years—accounted for nearly one 
fourth of the 1956 export rise. 

Last year’s increases in petroleum and coal exports 
arose mainly from the big bulge in European demand in 
November and December after the closure of the Suez 
Canal. Exports continued at an exceptionally high level 
until April of this year. With the reopening of the Canal 
in mid-April, petroleum exports receded and by May 
were off materially from the exceptionally high level 
achieved in March. 


While exports to most foreign buyers chalked up 
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gains in 1956, a few exceptions existed. Small declines 
occurred in amounts going to the United Kingdom, the 
Republic of the Philippines, and Colombia. Whereas 
significant expansion in industrial production was re- 
corded in most of the world, industrial activity in the 
United Kingdom leveled off last year. The result was 
somewhat reduced demand for United States goods. 
The situation differed in the Philippines and Colombia. 
Both countries continued to enjoy higher levels of in- 
dustrial output. Reduction of dollar exchange in the 
Philippines during 1955 prompted the government to 
set up new duties on United States merchandise starting 
January 1, 1956. This move coupled with an inventory 
build-up of foreign goods in the latter part of 1955 to 
circumvent the payment of duties acted as a deterrent 
to purchases of United States commodities. Growing 
foreign exchange deficits in Colombia last year resulted 
in the institution of import and exchange controls to 
achieve a better balance of trade. 


Outlook 


Since most of the conditions that injected added 
strength into United States exports last year have con- 
tinued into 1957, a high level of exports is indicated for 
the current year. Economic expansion is persisting in 
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most parts of the world. While the reopening of the 
Suez Canal has caused a shrinkage in our foreign ship- 
ments of petroleum and of fuel oil, it may indirectly 
buoy United States exports of other commodities. Even 
with increased imports of coal and oil from the United 
States, the cessation of supplies from the Middle East 
during the closure of the Suez Canal prevented Western 
European countries, particularly the United Kingdom 
and France, from getting all the fuel and petroleum 
they required. Gasoline rationing, restrictions on fuel 
oil for industry, and other measures to cut down con- 
sumption had to be instituted. Inadequate supplies of 
fuel held back industrial production at least to a degree. 
Accessibility of Middle East oil may eliminate the 
shortages existing in Western Europe during the latter 
part of 1956 and the early months of this year. This 
may facilitate a speed-up in industrial activity across 
the Atlantic, and elevate the demand for other United 
States goods. Also, government programs for enlarging 
farm exports continue to operate. Judging from the per- 
formance of United States exports during the first five 
months of 1957, a new export record seems to be in the 
making for the year as a whole. 
Surruey S. Horrman 
Division of Business Analysis 


Business Bookshelf 


Marketing Management: Analysis and Decision—This text 
is organized around the job of the top marketing executive 
who is viewed as having authority over and integrating all 
marketing activities. After describing the major marketing 
factors that influence profits, such as competition, demand 
and costs, the writer discusses the types of decisions the 
sales head must make regarding a company’s product line, 
marketing channels, selling prices, advertising, selling 
activities and geographic location of operations in an effort 
to maximize profits. By John A. Howard. Richard D. Irwin, 
Inc., Homewood, Illinois, 1957, 429 pp. $7.20. 


Advertising and Marketing to Young People —Examines 
young people as purchasers, their influence upon adult 
purchases, and their over-all power as potential consumers. 
Among the subjects covered are the youth market; market- 
ing, promoting and advertising to youth; contests and pre- 
miums to young people; the bride market; and retailing to 
young people. By Eugene Gilbert. Printers’ Ink Books, 
Pleasantville, New York, 1957, 378 pages. $7.50. 


Commercial Credit and Collection Practice-Second Edition— 
This textbook on the fundamentals of credit administration 
analyzes the background of the credit problem and the 
sources of credit information and its interpretation. 
Organization of the credit department and normal methods 
of procedure are discussed in considerable detail. A section 
is devoted to the administration of consumer charge ac- 
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counts, installment purchases and personal loans. By 
Watrous H. Irons, revised and rewritten by Douglas H. 
Bellemore. Ronald Press Company, 15 East 26 Street, New 
York 10, New York, 1957, 784 pages. $6.75. 


Laissez Faire and the General-Welfare State—An exami- 
nation of the ideas that theorists have had concerning the 
proper role of government in economic life. By Sidney Fine. 
The University of Michigan Press, Ann Arbor, 1956. $7.50. 


Economic Analysis—An intermediate text designed to meet 
the needs of both business students and students who plan 
to specialize in economics. Edmund Whittaker. John Wiley 
& Sons, Inc., New York, 1956. $6.50. 


India: The Awakening Giant—India as seen by a noted 
Western economist after a lecture and study trip to that 
country. By W.S. Woytinsky. Harper & Brothers, New York, 
1957. $3.76. 


Workshop for Management—A condensed transcript of the 
talks and seminars presented at the eighth annual meeting 
of the Systems and Procedures Association of America. 
Some of the subjects covered are management improve- 
ment, organization planning, work measurement applica- 
tions, and procedures control. A considerable part of the 
discussions is devoted to electronic data processing. Manage- 
ment Publishing Corporation, Greenwich, Connecticut, 1957, 
499 pages. $19.00. 


In monthly survey of business practices, executives report: 


RISING COSTS PUSH PRICES UP 


menting on price trends in this month’s survey of 

business practices plan to raise their selling prices 
during the second half of 1957. In most cases, such price 
increases “will reflect the pressure of higher costs.’’ As 
one producer of specialized industrial machinery puts it: 
‘We anticipate labor and material increases that must 
be passed on to the customer if we are to maintain a 
normal margin of profit.” 

On the other hand, only 6% of the firms expect to 
lower prices for their products during the remaining 
months of this year and 45% of the companies report 
that they “anticipate no significant change in either di- 
rection” from their current price levels. 

The anticipated upward movement in prices is more 
widespread among cooperating companies in the metals 
industries, where some six out of every ten firms predict 
price increases (See table). By comparison, approxi- 
mately 36% of the reporting concerns in the nonmetals 
industries expect their prices to rise. Industries where a 
majority of reporting firms are increasing prices in the 
latter half of 1957 are blast furnaces and steel mills, 
hardware, general and specialized industrial machinery, 
iron and steel foundries, metal stamping and coating, 
and petroleum refining. 

A majority of cooperators in the following industries 
expect their selling prices to remain relatively un- 
changed: communication equipment, instruments, con- 
trols and apparatus, metalworking machinery, apparel 
and related products, inorganic chemicals, furniture and 
fixtures, and paper and allied products. 


WHY PRICES ARE RAISED 


Many companies indicate that as a last resort they 
are raising their selling prices, as in the case of one paper 
company whose president writes: 


VORTY-NINE per cent of the 142 companies com- 


“While the competitive situation puts great pressure on 
our prices, the constant increase in the cost of labor, and to 
a lesser extent the cost of raw materials, makes it impossible 
for us to operate without further price increases.” 


A petroleum refining company vice-president assigns 
responsibility for higher prices to “freight costs, which 
presently appear to be the most prominent factor caus- 
ing our selling prices to rise moderately.” And one gen- 
eral industrial machinery correspondent points in 
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blanket fashion to “‘the spiraling costs of over-all operat- 
ing expenses.” 

According to a construction materials firm president, 
“prices in our industry have been rather depressed 
owing to severe competition over the past few months 
and this situation has begun to stabilize itself. This 
factor, plus increased materia! and labor costs, will 
cause increases.” Several companies planning price in- 
creases point out that there has been “‘a tendency to 
depress prices below normal levels due to an oversupply 
of goods.” 

In the case of one food company, this situation is 
being remedied in the following manner: 


“Planting and production schedules for the coming year 
have been adjusted so that the supply will be more in bal- 
ance with the demand. We think this action will cause prices 
to rise to a point that will give producers a more satisfactory 
profit on their operations,” 


HOW HIGH IS “UP”? 


Most companies predicting price rises expect them to 
be “‘slight” to “moderate.” In fact, out of thirty re- 
spondents venturing to estimate the impending increases 
in their selling prices in percentage points, only two 
expect a rise of as much as 10%. 

Several firms agree with a construction materials 
treasurer that “scattered instances of increases and de- 
creases have been noted in recent months and similar 
cross currents are expected in the period ahead. But, on 
balance, prices are likely to increase very slightly by 
the year end and will reflect specific market and product 
conditions rather than any determined policy across 
the line.” 

A number of firms feel that cost considerations alone 
would dictate price rises of greater magnitude than are 
actually planned, but that competition is preventing it. 
For example, the president of a metal stamping and 
coating company states: 


“Our prices should be advanced about 7% to 8% if we are 
to recoup the rises in steel and wage costs and make up for 
increased costs dating back to last year that were not re- 
covered in a previous price increase. However, we know that 
it will be practically impossible to make such an increase, 
and therefore I imagine we will end up with a boost closer 
to 5%. We know that it will be impossible for us to com- 
pletely make good all anticipated cost increases.” 
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And the general sales manager of an electrical indus- 
trial equipment company feels that “the pressure from 
our customers to hold the price line, together with a 
highly competitive situation, may make it difficult to 
obtain any important price relief this year.” 


INFLATION FEARED 


Many cooperators, who feel they must pass on at 
least part of their higher costs to their customers in the 
immediate months ahead, are worried about the “‘in- 
flationary conditions that have characterized most in- 
dustrial and consumer markets during the past year.” 
A textile-mill treasurer adds that “regularly increasing 
costs of labor, freight and raw materials have occurred 
every year during the past twelve years, and we see no 
indication that such increases can be stopped.” A metal- 
working machinery executive expresses the views of 
many cooperators when he writes: 


“The trend in selling prices since 1946 has been upward. 
Yet, as long as wages keep increasing, it does not seem 
reasonable to expect lower selling prices. Further, materials 
and merchandise that we purchase from others are gen- 
erally advancing in price. Attempts to reduce manufac- 
turing costs are soon swallowed up by the ever-increasing 
spiral of inflation. Under these conditions, eventual price 
increases on our products would seem to be in order. We 
regret this situation, but we cannot ignore the facts.” 


The president of a controls-device company singles 
out rising labor costs as a cause of price increases when 
he says: 


“Much to our regret, we expect that there will be addi- 
tional price increases this year. Monopolistic labor union 
practices and a shortage of labor supply—which is forcing 
labor costs beyond productivity gains—is the principal 
factor involved in further inflation of prices. This trend has 
persisted for some years. We sincerely hope that it will not 
take a severe depression to correct the situation.” 


The president of a lumber firm observes that “‘there 
has been much written and a good deal said on the subject 
of the squeeze of higher wages on profits. This squeeze is 
inflationary, of course, and eventually will lead to some 
reaction.” But another chief executive feels that “there 
does not seem to be anything on the horizon that in- 
dicates that stabilization of labor costs and maintenance 
of price levels” is in sight. 

A number of respondents also feel that some increases 
in the cost of their raw materials have been unwar- 
ranted. One paper products president, whose company is 
“doing everything in its power to hold the price line 
throughout this year,” finds “‘it is disturbing to receive 
notifications of price increases from our many reputable 
suppliers whose latest financial reports show net earn- 
ings after taxes of approximately 8% of sales.” 


A FEW REPORT FALLING PRICES 
Intense competition is forcing nine survey coopera- 
tors to consider some price cuts during the latter half of 
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1957. In some cases, these competitive pressures come 
from foreign as well as domestic sources. The president 
of a nonferrous metals concern reports that “right now 
we are experiencing more active competition than for a 
long time in the domestic market, and some severe 
price competition from European sources.” 

Likewise, an organic chemicals treasurer reports that 
“over the balance of this year, we expect our prices on 
the average to stay the same or decline by as much as 
5%. Competition, including imports from foreign coun- 
tries with very low wage rates, is a major factor.” 

The treasurer of a specialized industrial machinery 
firm anticipates “making some adjustments in a down- 
ward direction to increase our volume. Naturally, this 
will lessen our gross margin of profit, but we feel that 
dollarwise we will be in a better competitive position.” 


STEADY PRICES—PERHAPS 


Sixty-three cooperating companies anticipate that 
their selling prices will be unchanged in coming months, 
But many are doubtful whether they will be successful 
in holding their prices stable and “will be gov- 
erned by circumstances as time goes by.” A few 
companies feel that their costs will not rise materially; 
hence prices will not be advanced. The president of an 
instruments, controls and apparatus firm observes: ““We 
are not anticipating a major increase in prices of the 
supplies we buy, and our increased productivity will 
absorb whatever increase there may be.” But, he adds, 
“Sf we are incorrect in this assumption, and our sup- 
pliers do pass on heavy price increases, it will be neces- 
sary to reverse this decision.” 

Other firms expect costs to be higher, but have hedged 
by means of “‘recently instituted increases in price which 
we feel will cover anticipated cost increases.” And a 
handful of firms expect prices to remain the same be- 
cause they sell to markets in which certain traditional 
or customary price lines prevail; as, for example, an 
apparel company whose president writes that “pricing 
of our products is governed by the retail pricing points 
at which the largest quantities of glove styles are sold 
in the American market. Namely, gloves retail at $2, $3, 
$3.50, $4, $5, $6, $7.50, and so on, per pair.” 


THE COMPETITIVE SETTING 


A large proportion of the companies planning to hold 
the price line during the second half of 1957 are finding 
it difficult to hold to their determination. Many are 
“quite disturbed” by the widespread price cutting, 
which is creating strong pressures for price reductions 
on their part and would reduce profit margins. Others 
report that competitive conditions are preventing them 
from raising prices to compensate for higher costs. An 
instruments, controls and apparatus company treasurer 
states that since ‘“‘wages are going up, prices also should 
rise. However, competition will prevent such a rise, and 
therefore we expect little or no change in our selling 
prices.” And some firms fear that, despite competitive 
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considerations, they will be forced into price increases in 
order to prevent further deterioration in their profit 
margins. A textile-mill executive remarks: 


“Not making price increases where they are justified by 
higher costs can be just as corrosive to profit margins as 
deliberate price cuts. This is, of course, the classic cost-price 
squeeze.” 


PRICE CUTTING 


The “tendency within industry to give away profit 
margins in order to increase the work load in the shop” 
is singled out as a problem of particular concern by 
many cooperators. According to a metalworking ma- 
chinery official, in the past, “profits have been held up 
by a high volume of sales and reasonably stable selling 
prices.” Now, according to an organic chemicals com- 
pany president, ‘“‘there seem to be many producers who 
are so eager to keep up volume that they solicit business 
at what appears to be a low margin or perhaps at a loss. 
Such practices are quite disturbing.” 

A furniture manufacturer warns that “those who en- 
gage in this type of operation would do well to reexamine 
very carefully the relationship between fixed and vari- 
able costs to make certain that this ‘plus’ business is 
really a plus and not just an increase in volume involv- 


Anticipated Trends in Selling Prices During the 
Second Half of 1957 
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ing the giving away of some of the profits earned on the 
better-priced merchandise.” 

On the other hand, some firms feel justified in narrow- 
ing profit margins to hold or increase volume. One 
president who reports that his prices will be the same 
nevertheless remarks: 


“With our increased monthly operating costs, we are 
today far more conscious of the need for maintaining our 
sales volume at certain minimum levels and are far more 
ready to sacrifice gross profit to achieve this objective.” 


Other companies who hope to maintain their prices 
unchanged indicate that they are prepared to meet any 
downward adjustments their competitors may make. 
The president of a textile mill writes that “it is not 
likely that competitors who become eager to give away 
profit margins will keep their shops busier by doing so, 
for it is a certainty that we will remain competitive in 
our price in the event that they should do so.” 

A few respondents are not too perturbed over com- 
petitors’ price cutting because they feel that such ac- 
tions are either “confined to certain products only,” or 
that it “is a short run situation” which they will be able 
to weather. 

In fact, a metal working machinery president declares 
that superior products can always command firm prices. 
He writes: 


“We have always refused to give away our profit margin 
by lowering our selling prices to cost or below in order to get 
business. Our theory is that a quality product at a fair price, 
with good service backed up by the company’s reputation, 
will warrant consideration by most buyers. This policy has 
worked out very well for us during wars, depressions, good 
times and bad.” 


NONPRICE COUNTERMEASURES 


A number of survey participants are resorting to 
measures other than price moves to offset the effects of 
competitive price cutting and of rising costs. For 
example, a textile mill executive speaks of his firm’s 
product differentiation efforts: 


“A good share of our basic products have ‘built-in’ quali- 
ties or strong brand characteristics that enable us to get 
away from basic market pricing. However, we still have a 
fairly sizable portion of our textile operations that are in- 
fluenced by over-all marketing conditions. We are working 
aggressively on this group of products in a continuing pro- 
gram to move them farther away from the direct influence 
of textile market pricing practices.” 


And the treasurer of a construction materials concern 


advocates emphasizing quality, not price, in selling. In 
his words: 


“We recognize that our prices cannot be substantially out 
of line with those of other manufacturers. But our salesmen 
are trained to sell the quality and value of our products 
rather than merely to meet whatever prices may be found 
in the market. Our objective is a satisfactory return on the 
total capital employed in the business after taxes, and we 


BUSINESS RECORD» 


believe this goal can best be achieved by emphasizing value 
and not price alone.” 


An organic chemicals consumer-products firm re- 
ports that “when sales start to slow up, we increase the 
tempo of our advertising and promotional activities 
rather than cut prices.” In fact, a furniture vice-presi- 
dent feels that “the consumer goods’ field faces a profit 
squeeze because of labor demands at one end and lack 
of merchandising ability at the other end. Real mer- 
chandising seems to have been replaced by too much of 
the cost-plus approach and in some cases the manu- 
facturer is happy if he receives any plus at all.” 

Some survey cooperators indicate that they are con- 
centrating on developing new products that can be 
priced profitably. In this connection, the president of a 
nonferrous metals company reports that its “research 
laboratories are constantly working to develop new 
alloys and better products which can be sold at a profit.” 


A QUEST FOR EFFICIENCY 


To meet rising costs, one textile-mill cooperator re- 
ports “an increasing effort to insure that every opera- 
tion is utilizing machinery and manpower most effec- 
tively. This in many cases is the only way to preserve 
profit margins in the face of cost pressures.” Similarly, 
a construction materials executive stresses efficiency of 
operations as a means of holding the price line: 


“It is our constant aim to keep increasing the efficiency 
of our plant so that our prices will not be advanced any 
more than dire necessity requires. The ultimate consumer 
should be protected, and it is our forthright duty to see that 
the various outlets through which our products move are 
able to make their normal profit on our line.” 


As the president of an apparel corporation sees it: 


“To be able to meet the problems without degrading the 
quality of the product is a real trick and can be done only 
through practicing every economy in every direction, 
through constant research in the development and improve- 
ment of the product, and through sound promotion.” 


HOW NOT TO HOLD MARGINS 


Economies in the interest of maintaining margins, 
however, can be carried too far, in the opinion of the 
president of a food company who comments .. . 


“since profit margins are so extremely narrow in our 
industry and under the pressure of the customer trade, there 
is developing a tendency on the part of some manufacturers 
to make ‘house accounts’ of large customers and so pass 
along, in the form of a discount, the commission that 
ordinarily would have to be paid to the salesman. In order 
to give a still lower price, these companies attempt to ‘save 
money’ for the customer by omitting the vital contribution 
that good personal salesmanship can make.” 


THE ELEMENTS IN THE PICTURE 


One company executive sums up the current pricing 
situation as follows: 
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“Manufacturers are volume happy. Ample capacity 
throughout our industry has been built up during the past 
fifteen years, and with a slight slackening off in demand cut 
prices have become quite prevalent. Also, long-term com- 
mitment buying by customers results in price concessions. 
A large order at a low price waved in front of manufac- 
turers is difficult to refuse, particularly with so much 
emphasis being placed on keeping the machines operating. 
Another factor is the granting of ninety-day price protection 
after a price has been increased. This is usually stretched 
out to four and sometimes six months, which means that 
you do not even realize the advantages of a price rise for a 
long period of time. The net result is a squeeze, and when 
these factors are coupled with increased material and labor 
costs, it really places a premium on good management.” 


THEODORE KARGER 
G. Cuark THomPpson 
Division of Business Practices 


Business Bookshelf 


Salesmen’s Printed Materials and Equipment—Contains the 
statistical findings of a survey among 107 companies regard- 
ing their use of salesmen’s printed sales material, sales aids 
and sales tools. Research Workshop, Sales Executives Club of 
New York. Printers’ Ink Books, Pleasantville, New 
York, 1957, 56 pages. $165. 


Sales Controls, Quotas and Forecasting—Reports the sta- 
tistical findings of a survey among 108 companies regarding 
their current practices on setting quotas, determining sales 
territories, their use of sales reports, and sales forecasting 
activities. Research Workshop, Sales Executives Club of New 
York. Printers’ Ink Books, Pleasantville, New York, 1957, 
55 pages. $15. 


International Banking and Foreign Trade—This volume con- 
tains the lectures delivered at the Eighth International 
Banking Summer School in September, 1955, mainly by 
bankers and businessmen from the United Kingdom, 
Western Germany, Italy and Belgium. The Institute of 
Bankers. Europa Publications Limited, London, 1955. $2.80. 


Ten Commandments for Writing Letters That Get Results— 
According to the authors, clearness, conciseness and cheer- 
fulness are some of the “commandments” of good letter 
writing. These and other qualities of a good letter are ana- 
lyzed in an effort to make the chore of correspondence 
easier, pleasanter and more productive of effective results. 
Many sample paragraphs and letters support the exposition. 
By John P. Riebel and Donald R. Roberts. Printers’ Ink 
Books, Pleasantville, New York, 1957, 184 pages. $6.00. 


Case Studies in Records Retention and Control—A case 
study presentation of how thirteen companies keep and 
control records. Companies were selected to provide a cross 
representation as to size and type of operation. Liberal re- 
production of forms and written procedures contribute to 
the understanding of the subject material. Published by 
Controllership Foundation, Inc., 2 Park Avenue, New York 
16, New York, 1957, 455 pages. $7.50. 
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The Four Postwar Peaks 


Industrial activity, as measured by the Federal Reserve FIXED 
index, has climbed to four pronounced peaks in the postwar INVESTMENT BOOM 
years. In each instance, the dates of peaks in the major 
components of industrial activity varied. The composite 150 
peak calculated by synchronizing peaks in individual in- COMPOSITE PEAK 
dustries has been several percentage points above the 
actual peak, and about 7% above the average performance 
in the thirty months surrounding the peak. 
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flected the postwar inventory restocking of peacetime 
VER THE last ten years, output levels of United goods, which reached a peak late in 1948 and ate into 
States industry have risen about 50%. This ex- an inventory adjustment in 1949. (2) At mid-1950, the 
pansion has come in four fairly distinct surges, beginning of Korean hostilities pushed an already re- 
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covering industrial economy 
along a new crest through 
early 1952. (3) Then, as the 
Korean impetus waned, a 
new wave of consumer de- 
mand for automobiles and 
hard goods carried industrial 
activity to another postwar 
high in 1953. (4) Most re- 
cently, another wave of con- 
sumer demand in 1955, fol- 
lowed by a sharp advance in 
the demands of business and 
government for fixed invest- 
ment goods, has pushed in- 
dustrial output to its fourth 
postwar high. 

If the last 120 months from 
June, 1947, through June, 
1957, are arbitrarily divided 
into four equal segments of 
thirty months each, each seg- 
ment contains one of these 
postwar industrial production 
peaks. The most recent ex- 
pansion round, which got 


under way late in 1954, turned 


thirty months old in early 
1957, when it was showing 
signs of tiring. 

To date in 1957, the ease 
in industrial production has 
centered in such basic indus- 
trial raw materials as metals, 
lumber, and textiles, and in 
consumer durables such as 
appliances and_ television. 
Cutbacks in these areas have, 
to a large degree, reflected 
efforts to bring inventories 
into better balance with cur- 
rent demand. 

Business forecasters are 
currently debating the prob- 
able duration of this inven- 
tory adjustment—whether it 
will continue to place a 
damper on second-half ac- 
tivity, or whether it will be 
completed in time to contrib- 
ute toward another expan- 
sion surge late this year. But 
any upturn starting in late 
1957 will have to go substan- 
tially ahead of the 147 level 
that the Federal Reserve’s 
production index touched last 
December if it is to consti- 
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The Run of Output Against Capacity 


MAJOR MATERIALS 


CAPACITY 


OUTPUT 


CAPACITY : 


TEXTILES 


METALS 


CAPACITY 


OUTPUT 


1951 1952 1953 1954 1955 1956 1957 


Source: Federal Reserve 


372 


When Industrial Components of Total Output Hit the Peak 
—— 7 (20-—— — 


MINERALS 


AUG, 


CLAY, GLASS & LUMBER 


PAPER & PRINTING 


PEAK MONTH 


180 j= 
ACTUAL_OUTPUT 


"CHEMICALS & PETROLEUM 


140 f= ¥Or 
120 F 120 
100) Sooke ' 100 
1955 1956 1957 1955 1956 1957 


Index numbers—1947-1949 = 100; seasonally adjusted Source; Federal Reserv 
: e 


BUSINESS RECORD — 


tute a fifth general expansion at all resembling the four 
waves that have preceded it in the postwar years. And 
the general amount of activity and employment have 
hardly declined much from their most recent peak. 

Is there enough industrial capacity available to 
tolerate a major expansion starting from a current level 
that is already high? 


“COMPOSITE” PEAKS IN OUTPUT 


In the thirty-month period ending in mid-1957, the 
peak in total industrial output, as measured by the 
Federal Reserve’s index, was reached in December, 
1956. But primary metals production reached a peak in 
December, 1955, and minerals output in March, 1957. 
There was considerable variation in the timing of other 
individual industries (see chart). If all the ten major 
components of industrial production had reached their 
individual peaks (after adjustment for seasonal factors) 
in the same month, the “‘composite” performance peak 
for the past thirty months would have been 150 instead 
of the 147 it actually attained. Assuming that such a 
composite peak would have been “‘compatible”’ in the 
sense that labor and materials could have been provided 
in necessary quantities, the indicated physical flow of 
goods would have been about 7% above the average 
monthly performance of 140. 

Although a composite performance peak may give a 
rough indication of the attainable level of production 
within a given period, it is far from being the absolute 
capacity ceiling for the total industrial plant. The in- 
dicated range of 7% between average performance and 
composite peak performance is, however, a broad meas- 
ure of the flexibility present in the industrial sector even 
when it is is operating at very high levels. Actual out- 
puts at and around the three other postwar performance 
peaks suggest a similar degree of possible variation in 
earlier performance levels. 


RAW MATERIALS CAPACITY 


Moreover, production has been sliding in recent 
months, and is in fact no higher than it was about two 
years ago, but expenditures fornew plants and equipment 
have risen to a record volume. Fragmentary evidence 
would suggest that a larger share of this year’s plant and 
equipment outlays is going into cost-cutting equipment, 
rather than into sheer capacity expansion. Nevertheless, 
it is obvious that total industrial capacity has experi- 
enced considerable growth over the past two years, and 
even significant growth since last December. Failure to 
attain a higher production level than the 147 index of 
December, 1956, or the 143 index of late 1955, would 
doubtless leave considerably more raw materials 
capacity idle than was idle six months ago, or two 
years ago. 

Several basic industrial materials like steel, cement, 
and paperboard have long had capacity measures of 
their own individual outputs. Typically, these capacity 
measures are as of a specified date, usually January 1. 
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They provide a base line against which actual outputs 
through the year may be compared. (Through the year, 
as new machines are put in place and old ones retired, 
actual capacity changes; but these changes are not re- 
flected until the next annual capacity measurement.) 

Recently, individual capacity measures for seventeen 
major industrial materials have been combined into an 
over-all major materials capacity index by the division 
of research and statistics of the Federal Reserve System. 
Each of the individual capacity measures—in tons, 
barrels, or pounds—is expressed as a per cent of its 
capacity in the 1947-1949 base period, weighted by its 
relative importance in the FRB’s monthly industrial 
production index and combined with the rest to give a 
materials capacity index. 

Subindexes have been developed for metals and 
textiles. Metals capacity is measured by pig iron, steel 
ingots, primary aluminum, and refined copper. The 
textiles index is made up of cotton yarn and synthetic 
fibers and yarn. (No fabrics are included in the textile 
index, since it is a materials capacity measure.) No 
attempt is made to measure capacity in metal fabricat- 
ing, furniture, food, apparel, and other higher stages of 
industrial activity. While the figures should certainly 
not be interpreted as an index of total industrial ca- 
pacity, the seventeen major materials included in the 
index give a rough indication of capacity levels for 
about 30% of the physical output included each month 
in the Federal Reserve’s industrial production index. 

A major materials capacity index can provide some 
clues to the upper limits of general industrial activity. 


Annual Capacity Growth Rates, Selected Industries 


1952— | 1953— | 1954- | 1955- | 1956—- | 1952- 
1953 1954 1955 1956 1957 1957 


Papetnateiceh ackihioee 1.6%| 5.5%| 2.2%! 3.6%) 4.2%] 18.38% 
Paperboard......... 3.6 49 5.3 44 6.1 | 26.8 
ligtediigelnyn, ganic re hone 7.6 3.3 2.4 1.8 1.5 | 17.6 
Steel ingots......... 8.2 5.8 1.2 21 4.0 | 22.9 
Cement. tcutee eee 0.7 2.8 0.7 6.1 | 14.7 | 27.0 
Synthetic fibers...... 16.3 | 12.6 6.0 |—1.9 |—0.5 | 35.7 
Petroleum products...| 4.5 4.0 3.7 3.9 5.0 | 22.9 
Aluminum, primary...}| 35.0 | 14.8 5.9 | 15.9 9.5 {108.3 


Percentage change from January 1 to January 1 of years indicated; synthetic fibers 
refer to November of preceding year 


Sources: Federal Reserve Board; Taz Conrerencse Boarp 


Since the 1947-1949 base period, the major materials 
capacity index has risen 66%, while the industrial pro- 
duction index has reached a peak only 47% above 194'7— 
1949 activity levels. (In part, this difference reflects the 
fact that the base years—1947 to 1949 inclusive—of the 
indexes were years of acute shortages in many raw ma- 
terials. Considerable expansion would have been needed 
in the postwar years just to bring raw materials into a 
more normal balance with current industrial activity 
levels.) Since 1954, the rate at which major material 
capacity has been growing is considerably below the 
rate in the earlier postwar years. From 1954 to 1957, 
major materials capacity has increased in a 2.5%-4% 
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range; between 1951 and 1954 the annual increase 
ranged from 5% to almost 7%. 

Metals capacity has increased in every year since 
1951. The 1954 recession apparently slowed the growth 
rate, but 1956 and 1957 both brought bigger rises. 
Textiles, however, after just about matching growth 
rates in metals and general materials through 1955, 
registered absolute declines in 1956 and 1957. Current 
output in textile fibers is very close to 1951 levels, and 
output in the intervening years has seldom gone much 
above the rate in the first quarter of 1951. Sluggish de- 
mand apparently had very little effect on spending for 
plant and equipment in textile fibers in the earlier years, 
but the persistence of excess capacity caused some actual 
liquidation of capacity in the past two years. 


v 


There has been considerable year-to-year variation 
in capacity growth rates within industries and among 
industries (see table). Since 1951, primary aluminum 
capacity has more than doubled; pig iron capacity has 
increased only about 18%. Almost all materials showed 
some slowdown in growth during 1954, reflecting the 
recession. Outside of textile fibers, most lines have since 
enjoyed an increase in the rate of growth, but in most 
cases the rates have remained somewhat below the 
peaks of 1953. Judging from the major materials ca- 
pacity index, the ability to turn out basic raw materials 
has increased slowly, relative to their production, over 
the postwar years. In recent months, as output of ma- 
terials has declined and capacity continued to rise, raw 
material capacity has become temporarily abundant. 

While there is no capacity measure for the industrial 
economy as a whole, it is apparent from the capacities 
in those industries that must supply the basic raw 
materials that there is considerable room for a broad 
expansion in industrial output this autumn, should de- 
mand warrant it. 

Rosert H. Persons 
Division of Business Analysis 


Business Forecasts 
(Continued from page 360) 


46.5% compared with production of 22.1 million tons in 1956. 
Increases expected in 1965 net demand for wood pulp as com- 
pared with 1956 vary according to grade group. 

“Domestic wood pulp production capacity is expected to 
total 28.9 million tons in 1959, an increase of 19.4% over 1956 
capacity of 24.2 million tons. 

“For 1958, United States wood pulp capacity is expected 
to total 28.2 million tons compared with net demand of 23.9 
million tons on the growth-trend basis. The ratio of production 
to capacity in 1958 would be 84.8... . 

“United States total wood pulp consumption in paper and 
board manufacture and in nonpaper uses for 1965 is estimated 
at 34 million tons, an increase of 42% over actual 1956 con- 
sumption of 23.8 million tons. Paper-grade wood pulp con- 


sumption for 1965 is shown at 32.3 million tons, a gain of 
40.3% over 1956; dissolving wood pulp for 1965 is estimated 
at 1.7 million tons, an increase of 81.6% over 1956. 

“Consumption of pulpwood by the pulp industry is esti- 
mated to total 52.8 million cords in 1965, a gain of 47% over 
the 35.8 million cords used in 1956. 

“‘Wastepaper consumption by 1965 is expected to total 11.6 
million tons, a gain of 31% over the 8.9 million tons used in 
1956. Consumption of other fibrous material] in 1965 is esti- 
mated at 1.7 million tons compared with 1.3 million tons in 
1956, an increase of 34%. 

“With the present trends in forestry, existing supplies of 
standing timber in the United States plus prospective growth 
appear adequate to supply increased demands for pulp and 


” 


paper.... 
Steel 


The Iron Age (July 18)—“Steel men believe the worst is 
over for 1957. Some even feel that 1957 could be a record year 
for steel production. They’re looking ahead to a gradual im- 
provement in the third quarter followed by a strong push 
toward yearend.... 

“Operations in the last half of 1957 probably will average 
around 84%-85% of capacity. This is based on the expecta- 
tions of leading mills that third-quarter operations will aver- 
age about 82%, followed by a fourth-quarter pick-up to an 
average of over 85%. . . . 

“New plant and equipment spending will take a record 
amount of steel and other materials in the third quarter. And 
there is evidence that the fourth quarter will see a continuance 
of the record-breaking pace in this segment of the economy. 
Construction also will maintain a strong pace over the balance 
of the year. Although new freight car orders are down, heavy 
backlogs assure continued high production and demand for 
steel.” 


General 


John C. Hall, vice-president, Mortgage Bankers Associa- 
tion; president, Cobbs, Allen & Hall Mortgage Co., Inc. (The 
Commercial and Financial Chronicle, July 25)—“. . . What 
are the prospects? For one thing the volume of savings is in- 
creasing. Compared with the first quarter of 1956, the annual 
rate of savings was 9.6% higher in the first quarter of 1957— 
the difference amounting to almost $2 billion more in the in- 
vestment stream than there was a year ago. This gain is cer- 
tain to be reflected in an increased rate of asset growth in the 
savings institutions of the country which supply the housing 
market with its mortgage. Moreover, the forward commit- 
ments of these institutions are about at a postwar low; and the 
amount of bank credit advanced on warehouse accounts has 
been drastically reduced. All this means that these institu- 
tions are getting into much better shape to do business than 
they were even a few months ago. While the demand for cor- 
porate funds so far this year has been very high, there are 
definite signs of a leveling off in volume, whick will reduce the 
competition which mortgage borrowers have felt from the 
source. 

“As the year develops, the availability of mortgage funds 
should gradually increase. Already the signs point in this di- 
rection. ... 

“We may safely expect the rest of this year to be a period 
of expansion rather than of contraction and one of hope rather 
than of discouragement. . . .” 
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Tracking the Rise in Unit Nonlabor Costs 


UNIT NONLABOR COSTS is a concept introduced 
by the Bureau of Labor Statistics in the course of pre- 
paring background data for the Joint Economic Com- 
mittee’s recently published study of “Prices, Pro- 
ductivity and Income.” In its report, the BLS attaches 
considerable importance to the fact that “unit labor and 
nonlabor costs and prices increased about the same from 
1947-1956.’ It concludes by pointing out that: 


.. . the relative share of gross income going to labor 
and total nonlabor categories varied in accordance with the 
changes in the relationship of unit labor and nonlabor costs 
to prices during the postwar period. By 1956, the relative 
shares to labor and total nonlabor were about the same as 
they had been in 1947. This does not imply that the various 
components of nonlabor payments—depreciation, profits 
(before taxes), entrepreneurial income, etc.—retained their 
same relative shares for the period as a whole or for any 
part of if." 


Since nonlabor costs include a diverse assortment of 
items each having its own set of influences,’ it is highly 
probable that there would be sharp changes, as in fact 
there were, from 1947 to 1956 among the relative shares 
of the various components of nonlabor payments. This 
fuller accounting, in turn, is necessary to understand 
recent developments in cost and prices. 


Increase in Unit Costs from 1947 to 1956 


1947 1956 | % Rise 


in cents 
Private, nonfarm GNP .<..... fo..0c0c0res 100.0 | 130.8 | 30.8 
PRA OTICORELENS ps tR aie cic les oie: ov oles 56.3 | 73.4 | 80.4 
iy Gal GIM Pantie mien. i> Sense e tes tle «34 43.7 | 574] 314 
a. Income of unincorporated enterprises*.| 10.4 | 10.9 4.8 
b. Corporate profits after tax*........... 6.5 7.21 10.8 
GUAIN GUT berest' cic, CHAE bie eis, as esata ie « 1.8 4.2 | 133.3 
d. Rental income of persons............ 3.4 3.6 5.9 
e. Net cost of owned, borrowed and rented 
capital, (a) through (d)............. 22.1 | 25.9 | 17.2 
f. Depreciation and other capital con- 
sumption: eh sewer ae Aaad Gels eres: 6.1 | 10.8] 177.0 
g. Corporate tax liability.............. 5.9 8.3 | 40.7 
h. Indirect business tax................ 9.50) 12.6. $2.6 


* After adjustments for inventory revaluations 
Source: Based on official estimates of national accounts published in the Survey of 
Current Business and its Supplements 


If we restrict our inquiry, as does the BLS, to the 
private, nonfarm sector and relate labor cost (wages 


1BLS release (revised), May 29, 1957, p. 5 

2It may be argued that one item—net income of unincorporated 
businesses—includes the labor cost of proprietors or self-employed 
persons as well as the cost of their capital. If the labor cost of each 
proprietor is taken to be equal to the average employee compensation 
in his industry, then the labor cost of proprietors, other than farmers, 
in 1956 was about $17.5 billion—out of a total of $29.1 billion, the 
official estimate of the income of unincorporated businesses in 1956 
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and salaries and their supplements), and the various 
components of nonlabor cost to private nonfarm gross 
national product expressed in constant (1947) prices, 
we have a measure of unit costs. The relative changes 
in these unit costs between 1947 and 1956 are presented 
in the accompanying table. 

Specific unit nonlabor costs have shown a wide range 
of variation—from 5% for income of unincorporated 
enterprises to 133% for net interest. The weighted in- 
crease in the unit net cost of capital (owned, borrowed 
and rented) was 17%—not much more than one half the 
increase in all unit nonlabor costs. The better-than- 
average increases occurred in depreciation and in the 
costs of corporations’ silent partner—the government— 
rather than in profits per unit after taxes. 

The rise in unit depreciation costs is a function of the 
rapid rate of physical expansion in plant and equipment 
that occurred during this decade. These costs also re- 
flect the rise in the price of new capital formation, which 
in turn mirrors the rise in unit labor and nonlabor costs. 

The relative importance of physical expansion and 
price rise can be approximated. If the annual increments 
in depreciation are expressed in constant prices, the 
sum of the increments adjusted for price changes is a 
measure of the increase in actual depreciation traceable 
to the physical expansion of plant and equipment. 
Measured this way, physical expansion accounted for 
88% of the rise in unit depreciation costs and higher 
prices for 12%. In other words, even if we ignore the 
rising prices for capital goods during 1947-1956, the 
percentage increase in unit depreciation would have 
been 55%. These real additions to plant and equipment 
were largely responsible for the 26% gain in man-hour 
productivity, which reduced a 61% increase in average 
hourly compensation to a 28% to 30% increase per 
dollar of real product. 


Thus prices (unit cost of real product) in the private, nonfarm 
economy between 1947 and 1956 increased 30% 

Unit labor cost and unit indirect business tax also had a rise 
of this magnitude 

But unit cost of capital (profits after tax and depreciation, 
interest and rent) increased only 17% 

However, corporate tax liability on a unit basis rose 40% 

And depreciation rose 77%. Nearly nine tenths of the 
depreciation rise can be traced to real additions to pro- 
ductive capacity. This increase in capacity was the main 
source of gains in man-hour productivity. 


DaNIEL CREAMER 
Division of Economic Studies 


ANTITRUST FULCRUM: THE SUBPOENA DECISIONS 


court decisions, four court of appeals decisions, 

and two United States Supreme Court actions 
(in five separate cases) have been concerned with the 
Federal Trade Commission’s right to obtain informa- 
tion for use in price discrimination or merger cases. 

The five cases, three under section 2 (d) of the Clay- 
ton Act! (price discrimination) and two under section 7 
of the Clayton Act? (mergers) are procedural in content 
and appear to deal solely with problems of concern to 
lawyers, not to business. Nevertheless, all five raise 
issues bearing on the kinds of company and market in- 
formation that can be used in price discrimination and 
merger cases, and therefore on the range of facts which 
the Commission or the courts may take into account in 
such cases. 


Di: the past year a series of five district 


Questions Raised 


Concerning Clayton 2—The three cases involving price 
discrimination (FTC v. Menzies et al., FTC v. Reed, 
and FTC v. Rubin) all stem from five FTC complaints 
charging violation of section 2 (d) of the Robinson- 
Patman Act.’ In each, the Federal Trade Commission 
had charged a manufacturer of food products with hav- 
ing made advertising allowances available to favored 
customers without making similar allowances available 
to other customers on proportionally equal terms. In 
each, the Commission sought to subpoena records of the 
companies charged with violation, and in each the 
president of the company refused on the ground that 
the Commission’s subpoena powers derived from the 
Federal Trade Commission Act and that no equivalent 
powers were granted under the Clayton Act. 


Concerning Clayton 7—The two cases involving merg- 
ers (FTC v. Tuttle and FTC v. Bowman) both stem 
from a single FTC complaint charging violation of 
section 7 of the Clayton Act. The Commission had 
charged that the acquisition of one athletics goods 
manufacturer by another might result in a substantial 
lessening of competition or a tendency to monopoly. To 
obtain information bearing on these charges the Com- 
mission requested data (a) from an accounting firm 
which carried on a statistical program in the athletics 
goods field and (b) from a major company in the field. 
The Commission’s power to obtain such information 
concerning companies not alleged to be in violation of 
Clayton 7 was challenged in each case. 

At issue in the two sets of cases, taken together, there- 
fore, was the Federal Trade Commission’s right to ob- 


tain firsthand economic information (a) from companies 
alleged to be in violation of law and (b) from companies 
not so alleged. 

The present article is not designed to penetrate deeply 
into the procedural problems raised; it is, however, de- 
signed to outline the major issues and to appraise the 
economic meaning of the solutions given by the courts. 


Price Discrimination Decisions 


All three cases of refusal by companies charged with 
price discrimination to submit information to the FTC 
were decided by district courts between June and 
September, 1956; all three went to appeals courts from 
which decisions were handed down between March and 
May, 1957. A Supreme Court action in one of these 
cases came down in May, 1957. 


The Leading Case (Menzies)—In the Menzies case, the 
Federal Trade Commission had charged, among others, 
three food manufacturers—Crosse & Blackwell Com- 
pany, McCormick & Company, and the Pompeian 
Olive Oil Corporation—with paying money to two 
major food chains—Giant Food Shopping Center and 
Food Fair Stores—as an advertising or service allowance 
for a special anniversary sale, without making similar 
payments available on proportionally equal terms to 
other customers competing with Giant Food and Food 
Fair. FTC subpoenas were addressed to the presidents 


1Section 2 of the Clayton Act is also known as the Robinson- 
Patman Act. Section 2 (d), the portion of the act in question, reads in 
part as follows: “. . . it shall be unlawful for any person engaged in 
commerce to pay or contract for the payment of anything of value to 
or for the benefit of a customer of such person in the course of such 
commerce as compensation or in consideration for any services or 
facilities furnished by or through such customer in connection with 
the processing, handling, sale, or offering for sale of any products or 
commodities manufactured, sold, or offered for sale by such person, 
unless such payment or consideration is available on proportionally 
equal terms to all other customers competing in the distribution of 
such products or commodities” 

2 Section 7 of the Clayton Act reads in part as follows: “. . . no 
corporation engaged in commerce shall acquire, directly or indirectly, 
the whole or any part of the stock or other share capital and no corpo- 
ration subject to the jurisdiction of the Federal Trade Commission 
shall acquire the whole or any part of the assets of another corporation 
engaged also in commerce, where in any line of commerce in any sec- 
tion of the country the effect of such acquisition may be substantially 
to lessen competition, or to tend to create a monopoly” 


§ The Menzies case stems from complaints in the matters of Crosse 
& Blackwell Company, McCormick & Company, and Pompeian Olive 
Oil Corporation (Dkts. 6463, 6468, and 6470); the Reed case, from a 
complaint in the matter of Reed Candy Company (Dkt. 6461); and 
the Rubin case, from a complaint in the matter of The Sweets Candy 
Company of America (Dkt. 6460) 


“In the matter of A. G. Spalding & Bros., Inc. (Dkt. 6478) 
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of each of the three companies, each of whom challenged 
the Commission’s right to obtain the information pri- 
marily on the ground that the charges had been brought 
under the Clayton Act and that the Commission had no 
power to subpoena documents under that act. The 
question was also raised as to whether the subpoenas 
were too broad and whether they deprived the com- 
panies of their rights under the Constitution to protec- 
tion from unreasonable search and seizure. 

The district court upheld the Commission; it held, 
however, that Crosse & Blackwell, McCormick and 
Pompeian Olive Oil were not required to prepare fresh 
information for the Commission where the requested 
data were not already in the company’s books and rec- 
ords, but they were required to make their records avail- 
able to Commission staff members assigned to compile 
the information. The court also ruled that “no part of 
the documentary evidence should be made public and 
available to the competitors of the several respondent 
corporations unless it is necessary to do so in the proper 
enforcement of the law. . . .”4 

The cases were appealed and the appeals court upheld 
the lower court, commenting that (a) the Commission 
had issued subpoenas of this kind for more than forty 
years; that (b) the Commission had power to obtain in- 
formation by subpoena from any corporation under 
section 5 of the Federal Trade Commission Act; and 
that (c) the Federal Trade Commission Act and the 
Clayton Act were passed as complementary parts of a 
single Congressional plan to strengthen the laws 
covering unfair trade practices and should be construed 
together. 

The Court of Appeals’ decision was, thereupon, ap- 


1#TC v. Menzies, et al.; U. S. D.C. Md., 8-30-56, CCH Para. 
68,478 
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pealed to the Supreme Court which refused to grant a 
hearing, thereby upholding the lower court’s decision. 


Other Cases—In the Reed and Rubin cases the 
Federal Trade Commission had charged two candy 
manufacturers—Reed Candy Company and The Sweets 
Company of America—with giving advertising allow- 
ances to Giant Food and Food Fair without making 
such allowances available to other customers on pro- 
portionally equal terms. A subpoena addressed to the 
president of each company was challenged on the ground 
that the Commission had no power to issue a subpoena 
in a proceeding to enforce the Clayton Act. The district 
court upheld the Commission in the Reed case; a dif- 
ferent district court held against the Commission in the 
Rubin case. One appeals court upheld the district court 
in Reed, while another reversed the district court in 
Rubin, each on the basis of the Menzies decision de- 
scribed above. Late in June the Reed case was ap- 
pealed to the United States Supreme Court which 
will act on it in its next term. The Rubin case has 
not been appealed. 


MERGER DECISIONS 


The two cases in which third parties challenged the 
Commission’s right to subpoena information in con- 
nection with a merger case stem from a single Commis- 
sion action. In December, 1955, the Commission issued 
a complaint charging A. G. Spalding & Bros., Inc., with 
violation of section 7 of the Clayton Act through its 
acquisition of Rawlings Manufacturing Company. The 
Commission alleged that both Spalding and Rawlings 
were among the four largest manufacturers and distrib- 
utors of athletic goods in the United States and that 
the combination of the two companies, eliminating as it 


Summary of Subpoena Decisions 


Section of - 
* Companies Charged 
Name of Case far pee Te with Violation 


1. FTC v. Menzies, et al/Robinson- |Crosse & Blackwell Co. 
Patman Act|McCormick & Co., Inc. 


anies Concerning 
Information Was 
Sought by F.T.C. 


ee SSSSSSeSeSSSSSSeesSs 


Companies charged with|Subpoena upheld *|Subpoena upheld|Subpoena upheld 
violation D; 


Com 
Whic 


U. S. Supreme 
Court Decision 


District Court Court of Appeals 
Decision Decision 


C., Md. CA—4 (Supreme Court 


Sec. 2 (d) |Pompeian Olive Oil 8-30-56 8-7-57 eee hearing) 
Corp. ' a193 
i- A. G. Spalding & Bros.,|$rd parties, not charged|Subpoena rejected|Subpoena upheld|Subpoena upheld 
Sey ater ae vig Inc. canting with violation, e.g.,| D.C., ee N.Y. paar Gare Soe 
b f industr 6-26-5 -2- refused hearing 
(Clayton 7) members of in 'y eae ‘ 
i - dy Co. Company charged with |Subpoena upheld |Subpoena upheld|Petition for hear- 
ee “bier tare sei a eta serie D.C., N.D., Il. CA—7 ing filed 6-21-57 
Sec. 2 (d) 6-12-56 4-11-57 
4. FTC v. Rubin‘ Robinson- |The Sweets Company of|Company charged with |Subpoena rejected|Subpoena upheld 
; Patman Act| America, Inc. violation DG. bale Ne Na CA—2 
Sec. 2 (d) 9-27-56 5-27-57 


5. FTC v. Bowman® 
Act Inc 
(Clayton 7) 


Source: CCH Trade Regulation Service 

1FTC Dockets No. 6463, 6468, and 6470 

2 FTC Docket No. 6478 

3ETC Docket No. 6461 

4FTC Docket No. 6460 

8 FTC Docket No. 6478 

6 Requires FTC to make up own information where 
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competitor 


i- . G. lding & Bros.,|3rd party, not charged|/Subpoena upheld ° 
GMa ta sia = 7 with violation, e.g., a} D.C., N.D., Ill. 


Q-15-57 


not available in the company’s books and records; also requires FTC to keep information confidential 
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did one of the four largest, might result in a substantial 
lessening of competition, an increase in concentration, 
and an enhancement of Spalding’s competitive advan- 
tage over other manufacturers and distributors of 
athletic goods to the detriment of actual and potential 
competition. 

Shortly afterwards, the Commission issued subpoenas 
designed to obtain information relevant to these charges. 
One of these resulted in the Tuttle case; another, in the 


Bowman case. 


The Leading Case (Tuttle)—An accounting firm that 
carried on a statistical program in the athletic goods 
field for the Athletic Goods Manufacturers Association 
regularly received reports from manufacturers on pro- 
duction and/or sales of a wide range of athletic goods, 
by types and categories. Individual company reports 
were used by the accounting firm to compile an annual 
“census report” against which individual manufacturers 
could calculate their shares of the total. Information 
was submitted by manufacturers on the understanding 
that it would be used solely in arriving at industry totals 
and would not be made available to other members of 
the industry or to other persons. 

In support of its charges in the Spalding case, the 
Commission sought to subpoena individual manufac- 
turers’ reports from the accounting firm. Such informa- 
tion would have permitted the Commission’s staff to 
compute (a) the share of each reporting company in the 
reported industry total and (b) the relative position of 
each company. 

The accounting firm refused to submit returns other 
than those of Spalding and Rawlings. This position was 
upheld by the district court, appealed by the Com- 
mission, reversed by the appeals court, and appealed to 
the Supreme Court. The Supreme Court’s refusal to 
hear the case sanctioned the court of appeals’ decision 
and upheld the Commission’s right to subpoena third- 
company information from the accounting firm. What 
were the issues? 

Among other points, Tuttle argued that: 


a. The Commission has no power to require data concern- 
ing companies that are not parties to a case; such information 
is confidential; if if were turned over to the Commission, the 
accounting firm’s reporting business would be destroyed. 


List of Cases 


1. FTC v. Menzies et al., D.C. Md., 8/30/56, CCH Para. 68,478; CA-4, 3/7/57, 
CCH Para. 68,648; U. S. Supreme Court, cert. den., 5/13/57. 


2. FIC v. Tuttle, D.C. S.D. N.Y., 6/26/56, CCH Para. 68,399; CA-2, 4/2/57, 
CCH Para, 68,669; U. S. Supreme Court, cert. den., 6/17/57. 


3. FTC v. Reed, D.C. N.D. Ill., 6/12/56, CCH Para. 68,551; CA-7, 4/11/57, 
CCH Para. 68,676; Petition for cert. filed, 6/21/57. 


4. FTC v. Rubin, D.C. S.D. N.Y., 9/27/56, CCH Para. 68,505; CA-2, 5/27/57, 
CCH Para. 68,722. 


5. FTC v. Bowman, D.C. N.D. Ill., 2/15/57, CCH Para. 68,647. 


a 


b. The Federal Trade Commission can get the same 
information direct from each company, without subjecting 
the accounting firm to violation of its pledge of confidentiality. 


c. The information is not relevant or material to the case. 


d. The Federal Trade Commission lacks the power to use 
Federal Trade Commission Act subpoena procedures fo 
enforce an action under the Clayton Act. 


e. The Federal Trade Commission Act prohibits the Com- 
mission from publishing information concerning ‘‘trade secrets” 
and the requested information is in that category. 


The Commission, through counsel, took issue with 


these arguments, contending, among other points, that: 


a. The Federal Trade Commission has power under 
section 9 of the Federal Trade Commission Act to require 
documentary information in support of Clayton Act cases, 
regardless of whether the companies from which information 
is requested are parties to a case. 


b. It would be inconsistent with other provisions of section 
9 of the Federal Trade Commission Act to prohibit the Com- 
mission from obtaining documentary information from third 
parties, since it already has the power to compel third-party 
witnesses to appear at hearings and to give oral testimony. 


c. To deny the Commission power fo subpoena information 
from third parties for Clayton Act proceedings would be 
inconsistent with the Federal Trade Commission Act as a 
whole, since section 6 of that act empowers the Commission 
to obtain information concerning competitive relations of all 
corporations, regardless of whether they have been charged 
with a violation of law. 


d. Small businesses that are willing to give evidence may 
request subpoenas for their own protection. 


e. Companies against which a case is brought may 
require information concerning third parties in order to build 
their defenses. 


f. Congress intended to give the Federal Trade Com- 
mission subpoena powers under the Clayton Act since the 
Federal Trade Commission Act and the Clayton Act were 
designed to support each other in the prevention of restraints 
of trade or monopolies. 


g. Subpoena of third-party information has been used 
for over forty years in support of price discrimination and 
exclusive dealing cases, and long administrative use of a 
practice, undisturbed by the courts, “gives a warrant of 
acceptability to the practice""—particularly where it is vital 
to informed administration. 


h. The information is relevant to substantiation—or dis- 
proof—of the charges against Spalding, since it would show 
“competitive relationships as well as disclose market 
SnGreS |. 


“The Commission must have knowledge of the competitive 
position of the principals and knowledge of the over-all 
competitive structure of the athletic goods industry..." 
in order to determine whether the acquisition of Rawlings by 
Spalding violates section 7 of the Clayton Act. 


i. Statistics on production of athletic goods, by product, 


BUSINESS RECORD 


grade, and price line, by individual manufacturers are not 
protected “trade secrets” within the meaning of the law. 


in summary, the Commission argued that third-party 
information is vital to proceedings where the reality of 
competition, rather than abstractions of competition, 
must be examined; that the subpoena offers protection 
to small businesses that might be willing to give relevant 
information but that require pledges of confidentiality; 
_ and that parties alleged to have violated the law them- 
selves frequently need access to third-party information 
if they are to show that a merger may not substantially 
lessen competition or tend,to monopoly. 

The district court held against the Commission, but 
the court of appeals reversed this decision holding that 
individual reports submitted to the accounting firm are 
not “privileged” or confidential communications; and 
that the data sought were relevant to the Spalding com- 
plaint since they have a bearing “on the competitive 
relationship of the members of the Association and will 
serve to establish the extent of the market control that 
may have resulted from Spalding’s purchase of Rawlings’ 
stock. ... 

“The use of the subpoena would not be unconstitu- 
tional even if it indirectly had an adverse effect on a 
certain part of [the accounting firm’s] accounting business. 
The public interest to be served is superior.”’ [Emphasis 
supplied]. The court went on to state that “an adequate 
subpoena power is essential to any investigation of 
offenses under the Clayton Act and to the enforcement 
of section 7 of that Act.” 

By refusing to review, the United States Supreme 
Court, in effect, approved the court of appeals’ decision. 


The Other Case—In the Bowman case, one of Spald- 
ing’s major competitors took the same stand as the ac- 
counting firm primarily on the grounds that the charges 
in question were not directed against it. The district 
court upheld the Commission and the appeals court, 
and Supreme Court actions in the Tuttle case followed 
shortly after. 


Questions Answered 


The full effects of the Tuttle and Menzies decisions 
remain to be worked out in individual cases. It is, 
however, not too early to begin to lay out the broad 
outlines of their meaning for business: 


1. The Commission's right to obtain information by sub- 
poena concerning price schedules and terms of sale of a 
company against which a price discrimination charge has 
been brought has been upheld. 


2. The Commission's right to obtain information relevant 
to a merger proceeding by subpoena from companies not 
charged with violation of law has also been upheld. 


3. Corresponding Commission rights to obtain information 
by subpoena from third companies in price discrimination 
cases and from companies charged with violation of law in 
merger cases have probably also been established. 
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The company from which information is sought is 
protected in two ways: 


I. The FTC must compile its own information, if if is not 
available in the form sought in the books and records of the 
company generating the data, and 


2. The confidentiality of material obtained by subpoena 
will be respected—in that information may, at the request of 
the company, be withheld from the public record. It will not, 
however, necessarily be kept from the company charged 
with violation of law. 


The decisions taken together, therefore, appear to mean 
that the Commission's subpoena powers can be used to 
obtain first- and third-company information relevant to a 
Clayton Act case; that both parties to a case have the 
opportunity to present relevant market information; and 
that neither is required to depend exclusively upon informa- 
tion that may happen to be available in published form. 

Under any other interpretation of the Commission's sub- 
poena power, information would have to go into a case as 
available—with the corollary that different types of informa- 
tion might well be brought to bear in similar cases. 


v 


Business has accordingly both lost and gained by these 
decisions. Companies desiring to keep information concerning 
their operations from entering into a case have lost; but 
since the decisions assure that the Commission can go beyond 
company or industry data that may happen to be available 
in published form, there is opportunity for companies charged 
with violation of law to insist that relevant market information 
be taken into account in the judgment of their cases. Even if 
the Commission were to adopt a doctrinaire position that 
individual market-share or standardized concentration figures 
were sufficient to convict a company of violation'—the 
company would have the right to request use of the Com- 
mission's subpoena power to present its side of the ‘case. 


In summary, although the Menzies and Tuttle decisions are 
adverse to companies’ interest in keeping data confidential, 
they, in fact, open up opportunities for business to urge that 
the laws be administered equitably—with concern for 
market realities—and without doctrinaire dependence on 
the particular information that may happen to be available 
in published form at the time of trial of a case. 


Berty Bock 
Division of Business Studies 


1 For concrete information on the kinds of economic facts alleged 
in recent merger cases, see “Economic Patterns in Merger Cases,” 
The Conference Board Business Record, May, 1957, and “Antitrust 
Polarity: The Two du Pont Cases,” The Conference Board Business 
Record, July, 1957 


The Politics of Industry—Based on a series of lectures at the 
University of Michigan, this book is concerned with prob- 
lems of fostering competition in an expanding modern 
economy and the changing alternatives available to busi- 
ness and government in seeking to strike a moving balance 
between private concern and public interest. By Walton 
Hamilton. Alfred A. Knopf, 1957, 169 pages. $3.50. 


PENSIONS FOR THE SELF-EMPLOYED 


NCOME-TAX deductions for retirement savings by 
the self-employed were allowed for the first time 
last year in Great Britain and will be allowed for the 
first time this year in Canada. Should the Jenkins-Keogh 
Bill be passed by the present Congress, self-employed 
individuals in the United States will also be encouraged 
to build up their own old-age pension fund out of tax- 
exempt income.! The plans of the three nations differ in 
details of coverage and in the ceiling amount deductible. 
But they share the same basic principle and are directed 
toward the same general goal. The principle is that in- 
come paid into a retirement scheme should be tax 
exempt and that income received therefrom should be 
taxable. The goal is that the tax treatment of financial 
provisions for retirement by the self-employed should 
be no less favorable than the tax treatment of pension 
plans for the employed. 
The tax consequences when an employer in this 
country establishes a qualified pension plan have been 
neatly summarized elsewhere as follows: 


]. The employer gets an immediate deduction for amounts 
he contributes to the plan. 


2. The employee is not taxed currently on the amounts so 
contributed by the employer on his behalf. 


3. The fund does not pay any tax on the income earned 
on the contributions.® 


4. When the employee retires, he pays taxes on the 
amounts distributed fo him in the year he receives them. 


5. If the total amount credited to the account of an em- 
ployee is distributed in one faxable year on account of his 
fermination of service (a) for a reason other than death, 
it is taxable as capifal gain; (b) for death the first $5,000 is 
exempt from income tax, and the remainder is taxable as 
capital gain. 


6. If the distribution consists of stock of the employer 
corporation, the unrealized appreciation in the value of such 


1 Actually there are two separate, but identical, bills—H. R. 9, 
introduced by Representative Thomas A. Jenkins, Republican, Ohio; 
and H. R. 10, introduced by Representative Eugene J. Keogh, Demo- 
oe New York. They are popularly referred to as the Jenkins-Keogh 

i 

* “Equity of Tax Treatment of Retirement Allowances,” by Her- 
man C. Biegel, in “Federal Tax Policy for Economic Growth and 
Stability,” Papers submitted by panelists appearing before the sub- 
committee on tax policy, Joint Committee on the Economic Report, 
November 9, 1955, page 764, 84th Congress, 1st session, joint com- 
mittee print 


, * This applies to pension funds other than those administered by 
insurance companies 


stock is not taxed on distribution, but only when, as, and if 
the stock is sold by the employee. 


7. The value of the employer's contribution is not subject 
to estate tax on the death of the emplayee if paid to a bene- 
ficiary other than the estate. 


Similar tax concessions are available to employees of 
companies with qualified pension plans in Great Britain 
and Canada, with one important addition. That is that 
employee contributions to company pension plans also 
are deductible from income tax. Employee contributions 
are subject to federal income tax in the United States. 


New Deductions—For Whom and How Much? 


The self-employed are actually a small part of the 
newly covered groups in Great Britain and Canada. The 
British law applies as well to workers in jobs without 
pension rights, while the Canadian law applies to all 
persons with earned income, whatever their type of em- 
ployment and regardless of whether they work in pen- 
sionable jobs. For the latter group, however, there is a 
lower deductible limit. Only the current United States 
proposals are restricted to the self-employed. Earlier 
versions of the Jenkins-Keogh Bill would have extended 
its provisions to the “pensionless employed,” but they 
were omitted in the most recent version.! 

Although 10% of earned annual income is the propor- 
tional limit subject to tax deductibility in all three 
countries, the alternate absolute limit varies from £750 
in Great Britain ($2,100 at the official rate of exchange) 
to $5,000 in the United States (with a lifetime maximum 
deduction under our proposals of $100,000). In Canada, 
a person not already belonging to a pension plan may 
deduct up to 10% of earned income, not exceeding 
$2,500 per year, while a worker who already belongs to 
a private pension plan may deduct just the difference 
between what he contributes to that plan and 10% of 
earned income, not exceeding $1,500. 

Older persons can go to higher deductible limits if 
they wish in both Great Britain and under the United 


' Testifying on the 1955 version of the bill, Laurens Williams, 
assistant to the secretary of the Treasury, objected to their inclusion 
and stated that “tax relief seems most clearly indicated for self- 
employed individuals who do not have even potential tax benefits 
under existing law in providing themselves with retirement income.” 
(italics ours). In addition, experts have warned that if the proposal 
included the pensionless employed it could be used as a tax-avoidance 
vehicle which might undermine the entire structure of company 
pension plans. Herman C. Biegel, op. cit., pages 769-770, and 
“Pension and Profit Sharing Digest,” by Samuel N. Ain in Trusts and 
Estates, April, 1955, pages 334-335 
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States proposals. The reasoning here is that since they 
have a shorter remaining working life out of which to 
build up their pensions, they need to put aside larger 
amounts annually. 

In Great Britain, for every two years of age between 
forty and fifty, the limit is increased one tenth, so that 
for persons who were fifty years or older this year, the 
ceiling is the lesser of 15% of net relevant earnings or 
£1,125 ($3,150 at the official rate of exchange). The 
higher maximum contributions do not apply to people 
who retain pension rights or receive a pension from 
previous employment.! 

Under the considerably more generous Jenkins-Keogh 
Bill, for each year of age over fifty, but not over seventy 
when the law goes into effect, the allowable deduction 
would be increased by one tenth. For a qualified in- 
dividual of fifty-five on the effective date, this would 
mean an annual deductible limit of $7,500 or 15% of 
net earnings from self-employment, whichever is less; 
for a sixty-year old, it would be $10,000 or 20%; for a 
sixty-five year old, $15,000 or 25%. Both the British 
law and the Jenkins-Keogh Bill would also permit 
carry-over of unused deductions, within specified limits. 


When Withdrawals Start 


Since the purpose of the tax deferment is to encourage 
self-provision of retirement income, not the building up 
of an estate, the legislation in each of the three countries 
specifies a maximum age at which withdrawals from the 
fund must commence—i.e., seventy in Great Britain, 
seventy-one in Canada, and seventy-two in the United 
States. In none of the laws is retirement a condition of 
withdrawal. 

Provisions for a minimum starting age, however, 
vary sharply. In Canada, annuity payments may begin 
at any age. Commencing withdrawals before age sixty 
is only permitted in Great Britain on the grounds of ill 
health or if a lower retirement age is the custom in a 
particular occupation. In the latter case the minimum 
drops to fifty. The Jenkins-Keogh Bill contemplates 
generally that retirement funds will not be payable until 
age sixty-five. But earlier withdrawals are permitted 
subject to the payment of a penalty.” 


Other Restrictions 


There appear to be heavier restrictions on the retire- 
ment savings plans and methods of payment in the two 
laws that have already been enacted than in our legisla- 
tive proposals. To be an approved plan, Canada requires 
that contributions be “locked up”—no_ borrowing 

1 The London Economist reported on July 18 that “so far the bulk 
of the self-employed pension business has come from the late entrants 
in the older age groups and particularly from the high surtax payers 

. no great demand has yet been seen from . . . employees in non- 
pensionable employment” 

2 The penalty is a tax 10% greater than otherwise payable, but the 
amount withdrawn is treated as having been received pro rata during 
the taxable year and the four preceding years 
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against the fund, no assignment, no cash surrender 
value,!'—and that withdrawals be in the form of an 
annuity payable in equal annual instalments for the 
life of the contributor or to the surviving spouse. There 
may be a fifteen-year guarantee. British regulations are 
similar, except that the guarantee is limited to ten years. 

Under the United States proposals, the retirement 
plan likewise would be nonassignable, while borrowing 
against the fund and cash surrender are merely treated 
as early withdrawals. A big difference would be that the 
distribution after sixty-five need not be in the form of 
periodic payments; it may be a lump sum. What’s more, 
a favorable tax arrangement for such a lump-sum pay- 
ment, which applies also to a lump-sum payment on the 
death of the participant, would avoid having the retire- 
ment funds largely dissipated by being taxed in one 
year under the higher surtax brackets.” 


More Business for Insurance Companies 


Insurance companies (assurance offices in British 
terminology) will play an important role in this new 
field in both Great Britain and Canada. The only com- 
petition they will have in Great Britain will be with the 
trust schemes that may result from the law, which 
authorizes the forming of trust schemes by any repre- 
sentative body such as a trade association, a professional 
society, or a labor union. An individual may become a 
member of a trust scheme only if it is established for the 
benefit of individuals engaged in his occupation and for 
the sole purpose of providing retirement annuities for 
them. 

In Canada, in-payments to three classes of persons 
are eligible for tax deduction: (1) persons in the busi- 
ness of selling life annuities; (2) corporate trustees; and 
(3) persons in the business of selling investment certifi- 
cates or offering savings or investment contracts. The 
only permissible out-payments are life annuities, how- 
ever, so the funds accumulated and managed by persons 
in the second and third groups must eventually be 
turned over to persons in the first group. 

The Jenkins-Keogh Bill would allow the individual 
wide latitude in both the accumulation and liquidation 
of his retirement funds. He may use either a “restricted 
retirement policy,” which would include life insurance 
or annuity contracts except term insurance; or a “Te- 
stricted retirement fund,” which is defined as a trust or 
custodian account established under a retirement plan 
for self-employed individuals. In the case of life in- 
surance policies, no tax deduction would be allowed for 
the portion of the premium attributable to the cost of 
life insurance protection. In the case of trust orcustodian 
accounts, the trustee or custodian must be a bank. 
Earnings realized on contributions to a restricted retire- 

1A refund of premiums under an approved plan is subject to a 
heavy penalty—a tax equal to 15% of the amount received 


2 The tax attributable thereto in the year of distribution shall not 
be greater than five times the increase in tax resulting from the in- 
clusion of 20% of such payment in the gross income of the taxpayer 
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ment fund would not be taxable until distributed to the 
participant. 

An important by-product of the new legislation is 
that it would generate additional personal savings and 
thus serve as an anti-inflationary measure. This is why 
it was included in Mr. Macmillan’s ‘“‘savings budget” 
for Great Britain in 1956, and is a major argument ad- 
vanced for the Jenkins-Keogh Bill. 

Also, placed in proper perspective, the new legislation 
should be regarded as ‘‘a further step in the direction of 
averaging income for tax purposes.” So the Canadian 
law was described by the assistant deputy minister of 
finance, who went on to explain that it “opens up income 
spreading as a new positive policy of general applica- 
tion. It is available to everybody.’ As has already been 
pointed out, the laws have more limited application in 
Great Britain and the United States, but they do the 
same thing for the groups they cover. 


A Boost for Self-Employment 


A third effect of the new laws is the removal of tax 
discrimination against pensions for the self-employed. 
There is no question that in recent years the status of 
self-employment has been slipping. While father may 
have dreamt of being his “own boss,” the security a 
good job offers and the fringe benefits that go with it 
appear to have more appeal to the recent crop of labor- 
market entrants. 

In the United States, the number of wage and salary 
workers in nonfarm jobs increased 20% during the 
decade following World War II, but the number of 
persons who worked for themselves in nonfarm occupa- 
tions remained about the same. The self-employed thus 
represented about one tenth of the nonfarm work force 
last year compared with roughly an eighth ten years 
earlier. The percentage that proprietors represented of 
persons engaged in trade slipped four points over the 
period, while in contract construction the loss was al- 
most three percentage points. Even sharper downtrends 
are observable within the major professional groups. 
Between 1947 and 1956, the proportion of doctors, den- 
tists and other medical practitioners who were self- 
employed declined from 28% to 20% and the proportion 
of self-employed lawyers dropped from 51% to 44%.3 
These are significant changes and are cause for concern 
among persons who believe that it is vital to have a 
large class of self-employed. The laws that have been 
passed in England and Canada, and the Jenkins- 
Keogh bill place self-employment in a better position 
to compete with employment. 


Miriam Civic 
Division of Economic Studies 
1See, for example, “The Jenkins-Keogh Bill as an American Thrift 


Dynamic,” by John R. Nicholson, American Thrift Assembly, 1025 
Connecticut Avenue, N. W., Washington 6, D. C. 


7A. K. Eaton, “Registered Retirement Savings Plans,” in the 
Canadian Tax Journal, May-June, 1957, pp. 179-180 

* These percentages are derived from Tables 25 and 28 of the 
National Income Supplements, Department of Commerce 


The Talk of the Home 


“ _ . As for telephone service, there is no doubt that our in- 
terest in merchandising is going to provide you with a far more 
complete communications service than you now have. I think 
the single telephone that now serves the average American home 
will soon be passé. In its place, I think you will find that the 
average middle-class home of the future will have a minimum 
of four telephones located in the living room, kitchen, master 
bedroom and laundry area. These telephones will all be wired 
for intercommunication, and all of them will be wired to a 
speaker at the front door that will permit you to answer the 
door from any telephone. I think each telephone will be 
designed in appearance especially to enhance the decor of the 
room where it is located, and will have operating features 
specifically engineered to accommodate the needs of the 
people using that room. 

“For example, the bedroom telephone will probably be a 
small, single-piece unit that will facilitate easy use in a re- 
clining position. It will require a minimum of space if located 
on the nightstand, or it might be designed so that it cam hang 
on the headboard. It will be available in a number of pastel 
colors and will be equipped with an illuminated dial for mak- 
ing or receiving calls during the night. The ringing signal will 
be soft and pleasing to the ear even when it awakes you from a 
sound sleep. 


Talking with No Hands 


“On the other hand, the kitchen telephone will probably be 
of the loud-speaking variety and designed for a cabinet in- 
stallation. All that will show will be the speaker plate and the 
volume control. The housewife will have her hands free when 
she talks and it won’t be uncommon for her to carry on a con- 
versation with her bridge partner while she is preparing lunch 
for her children. At some time in the distant future, sociologists 
may well note that this was the device that eliminated the 
morning ‘kaffee klatches’ that are now so much a part of 
everyday Suburbia. 

“The telephone will undoubtedly be used much more fre- 
quently than it is now for incoming, outgoing, intercommuni- 
cation and service calls, which will account for the need for 
several telephones in each home. Also, I don’t think that there 
will be much, if any, distinction between local and long dis- 
tance calls, and you will call Seattle or San Francisco just as 
readily and just as frequently as you now call from Manhattan 
to Long Island or Westchester communities. Expanding on 
this point for a moment, with your future telephone service I 
think you will find that it will be very seldom that you will 
write a personal letter because it will be so simple and so in- 
expensive for you to call. Think of how many times you write 
a personal letter to a person in the metropolitan area now. I'll 
miss my guess if it is very frequently. 


Like a Maid in the Home 


“Our information service, which now provides you with 
time and weather announcements, can be expanded so that you 
could call for the latest sports results or news bulletins—your 
wife could call for suggested luncheon or dinner menus and in- 
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structions on preparation; your children could call for bed- 
time stories. 

“It’s not inconceivable that your telephone will perform a 
number of simple control operations for you. For instance, 
you could close the windows in your home in case of rain by 
simply calling your home telephone number. Your wife could 
open the garage door for you as you turn into your drive by 
dialing the proper code on your telephone. 

“All of these innovations are technically possible. There is 


_ ho question about that. In the past, we would have selected 


those features or services that we thought were most desirable 
for commercial development—but this is no longer the case. 
Now we plan to take the merchandising approach and find out 
which are the ones our customers really want or need. They 
may want all or none—or others that we have not even con- 
sidered. But, in any event, we will work assiduously to give 
them exactly what they want—when and where they want it 
—and by doing this, we are going to make a ‘darn’ good show- 
ing in the fight for customers’ dollars.” From “Merchandising— 
Key to the Future,” speech by Donald C. Power, president, 
General Telephone Corporation, before the Society of Tool En- 
gineers on May 6, 1957. 


Concentration in American Industry 


(Excerpts from the introduction to the Report of the Subcom- 
mittee on Antitrust and Monopoly to the Senate Committee on 
the Judiciary, July, 1957) 


“Concepts and measures—The purpose of this study is to 
provide a comprehensive body of objective and reasonably 
up-to-date information on the degree of ‘concentration’ in 
the manufacturing segment of the industrial economy of 
America. All information is from the Census of Manufacturers 
for 1954, 1947, and 1935 and from the 1950 and 1951 Annual 
Survey of Manufacturers. The 1954 data were officially com- 
piled for the Subcommittee on Antitrust and Monopoly by 
the United States Department of Commerce, Bureau of the 
Census. 

“The basic measures of concentration primarily used herein 
relate to the proportions of total value of shipments and of 
total employment in a particular manufacturing category ac- 
counted for by the four, eight, and twenty leading companies 
in that category. For some categories, value of shipments is an 
unsuitable measure of manufacturing activity because of in- 
ordinate duplication as a result of shipments between plants 
in the same category. Where such a category consists of an 
industry classification, value added by manufacture is used 
instead of value of shipments as the basis for measuring con- 
centration. Where the category consists of a product classifi- 
cation, it is not feasible to use the concept of value added, 
which is not allocated to individual products, and accordingly 
concentration ratios are omitted in these cases. Value added 
by manufacture is also used in measuring the share of total 
manufacturing activity accounted for by the 50 largest, 100 
largest, 150 largest, and 200 largest manufacturing companies 
in the country. In line with Census Bureau practice, a com- 


pany is defined to include the activities of subsidiaries or 


affiliates over which the company acknowledges control. . . . 


“Limitations and qualifications—The present study is more 
comprehensive than any previous report on the subject. It 
contains important technical improvements in the measure- 
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ment of industrial concentration. The data presented are the 
most current and the most reliable which are available. Never- 
theless, the report remains subject to a number of limitations 
and qualifications which must be clearly understood for the 
proper analysis and interpretation of the data. The following 
are especially worthy of mention: 


“1. The factual information contained in this report is 
quantitative in nature. Bare statistics necessarily omit many 
qualitative factors which are essential to a complete under- 
standing of the competitive structure of the entire industrial 
economy or of an individual industry. By the same token, the 
data themselves do not reveal the causes of the concentration 
shown, nor the relative importance of new entries, integration, 
internal growth, mergers, or business decline or mortality in 
accounting for the degree or trend of concentration. 


“2. As has generally been true for reports on this subject, 
selection of the concentration measures used in this report 
was influenced to a large extent by practical considerations 
relating to availability of data. Three basic considerations 
were: (a) the necessity of using an already-compiled census; 
(b) the need for using uniform measures for all industries to 
facilitate the mechanics of the project; and (c) the desirability 
of providing a means of comparing current data with informa- 
tion for earlier years, in order to have some indication of 
trends. Other concepts and measures of industrial concentra- 
tion than those to which the study is confined might conceiv- 
ably be of equal or greater validity for individual industrial 
categories. ine 

“<3. The significance of the concentration ratio in those in- 
stances in which the measure is meaningful is a relative matter. 
The concentration of a given percent of shipments or of em- 
ployment in the hands of four companies may denote a more 
serious situation for one industry, a less serious situation for 
another. This report presents the facts concerning concentra- 
tion in the manner measured, including comparisons with 
earlier data where available; it provides no standard for 
evaluating these facts. : 

“4. Because of data limitations, all the measurements of 
concentration in this report relate to the United States as a 
whole, even though in many cases the industrial markets con- 
cerned are regional, or even local, rather than national in 
character. As a general rule, but not necessarily in every case, 
the effect of using a broader geographic market than that in 
which competition actually occurs is to understate the degree 
of concentration. 


“5. Concentration ratios shown in this report for individual 
categories are based upon the shipments, value added, or em- 
ployment of manufacturing plants in the United States and 
thus make no allowance for imports, although in'the case of 
certain products, a substantial part of the supply available in 
the United States market is imported from other countries. 
For some products, domestic production constitutes only a 
small fraction of imports. The effect of omitting imports is 
generally to overstate the degree of concentration in the 
markets affected, although where imports are marketed 
domestically by the largest companies, the omission of im- 
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ports from the data may have the effect of understating con- 
centration. 


“6, The concept of shipments used in this report as a basis 
for measuring concentration conforms to that generally used 
in Census Bureau statistics. Under this concept, interplant 
transfers, 1.¢., shipments of products from one manufacturing 
establishment of a company to another plant of the same 
company, are included in shipments, but intraplant transfers, 
i.e., products consumed in the same plant in which they are 
produced, are excluded. Thus, for integrated companies the 
value of shipments of materials or components which are in- 
corporated in other products of the same companies is in- 
cluded in the shipments of such companies as well as in the 
total shipments of such materials or components if these ma- 
terials or components are transferred to other plants of the 
companies than those in which manufactured, but are ex- 
cluded if such materials are produced and consumed at the 
same plant. 


“7. Data for industry and product categories relate to 
aggregate shipments, value added, or employment in those 
categories by plants located in the United States. No distinc- 
tion is made between goods marketed domestically and goods 
exported. In those cases in which exports are substantial, 
therefore, the share of the domestic market alone accounted 
for by the largest companies may be higher or lower than the 
concentration ratio shown. 


“8. The concept of employment which is used in this re- 
port as another basis for measurement of concentration also 
follows census usage. As indicated earlier, every manufactur- 
ing establishment is classified in the four-digit industry classi- 
fication to which the products of that plant are primary. The 
entire employment of each plant is thus assigned to a single 
industry. No distinction is made between the employment of 
an integrated plant which devotes labor to producing ma- 
terials or components for incorporation into its end products 
and the employment of a nonintegrated plant which purchases 
such materials or components from other plants classified in 
other four-digit industries. 


“9. The classifications of industries and products for which 
concentration measures are used in this report are those used 
in the Census of Manufactures. These classifications were 
developed over a period of years to serve the general purposes 
of the census and other governmental statistics. Although the 
basic data are extremely useful and widely used for a variety 
of purposes in marketing analysis, the classifications were not 
designed to establish categories necessarily denoting coherent 
or relevant markets in the true competitive sense, or to pro- 
vide a basis for measuring market power. On the other hand, 
products classified in one four-digit or five-digit category may 
compete for the same market with products classified in other 
categories. Frequently, products grouped together in a single 
four-digit classification, while related in the sense that they 
may be manufactured in the same plants, or from the same 
types of raw materials, or by similar production processes, are 
nevertheless destined for basically noncompetitive uses and 
markets. This is true, although to a lesser extent, for five- 


digit classifications as well. In some cases it would be neces- 
sary to select or recombine the basic seven-digit product 
classifications in order to obtain categories having competitive 
meaningfulness. No attempt is made in this report to fit the 
census classifications to the actual competitive structure of 
industrial markets. The result is in some cases a fairly accurate 
reflection of the degree of market concentration, in others an 
overstatement, and in others an understatement of such con- 
centration. 


“10. In view of the above reservations, the data on con- 
centration in this report are not of equal significance. For some 
categories, the measure of concentration may be extremely 
significant in indicating relative market power; for some it 
may not be significant at all for this purpose. Nevertheless, 
except in those special tabulations requiring selection based 
upon comparability of classification, concentration ratios are 
shown for all categories, in order to avoid the necessity of 
subjective interpretation of the data for each industry or 
product classification covered. 


v 


“The above outline of the limitations and qualifications 
which unavoidably attach to this report emphasizes the im- 
portance of due professional caution in appraising and evalu- 
ating the data presented. It also emphasizes the need for con- 
tinued effort to perfect the data available in this highly im- 
portant and controversial field of economic intelligence.” 


More Time in Retirement 


The gap between the average individual’s total life span and 
working-life span continued to widen from 1950 to 1955, ac- 
cording to a fact book on older people recently released by the 
Bureau of Labor Statistics. A 55-year-old man, for example, 
added a half year to his life expectancy (it increased from 
19.0 to 19.5 years), but lost almost the same amount of time 
from his work-life expectancy (it decreased from 13.0 to 12.6 
years). His expected period of retirement thus rose by almost 
a full year—from 6.0 to 6.9. The long-term trend toward earlier 
retirement was accelerated over these five years, says the 
BLS, “presumably by major liberalizations in social-security 
coverage and benefits and in other pension plans.” 

For women, a longer life expectancy combined with a 
shorter work-life expectancy means a considerably longer life 
in retirement than for men. In 1950, a 55-year-old working 
woman could expect to live for another 22.3 years of which 
she could expect to go on working only another 11.3 years. 
This would leave her about eleven years in retirement, com- 
pared to the six years anticipated by a man of the same age 
on the same date. 

This information on changes in the working-life span is a 
sample of the current and historical data that appear in “Em- 
ployment and Economic Status of Older Men and Women in 
the United States,” Bulletin No. 1213, Bureau of Labor Statis- 
tics, December, 1956. A fuller discussion of the duration of 
work life versus retirement is included in Toe ConrERENCE 
Boarp’s report, “Income and Resources of Older People,” 


Studies in Business Economics, No. 52, December, 1956.— 
M.L.C. 


BUSINESS RECORD 


Retail Prices Seasonally High 


Retail prices, as measured by Tue CoNFERENCE 
Boarp’s consumer price index, registered their largest in- 
crease for 1957 in June. They rose to 104.5 (1953 = 100), 
which was 0.4% above the previous month and 2.8% 
above the year-ago level. 

The consumer dollar lost 0.3 cent in purchasing power 
in June, 1957, as it fell to 95.7 cents (1953 dollar = 100 
cents). This was 2.6 cents below its June, 1956, value. 

Food prices, which were rising towards their seasonal 
peaks, provided most of the upward force. Over the 
month, the food index rose 0.9%, sundries 0.2%, and 


and eggs and in the ‘other food’ group. Egg prices, which 
have been declining throughout 1957, dropped 1.9%, 
while fresh milk was 0.8% cheaper. A 0.6% decline in 
coffee prices, augmented by a 0.5% decrease in the fats 
and oil group, more than balanced slight advances for 
sugar and tea in the ‘other food’ index. 


Other Components Relatively Steady 


Compared with the spectacular changes in the food 
index, all other commodity groups showed a relatively 
steady price behavior. Fractional increases in all parts of 
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housing and transportation only 0.1%. Apparel prices 
remained at their May, 1957, level. 


Food Up Seasonally 


The seasonal upswing of food prices, which started in 
May, continued in June. The 0.9% increase in the cost of 
food was the largest in the last twelve months. It was 
primarily owing to continued increases in the fruit and 
vegetable group (up 2.4%) and to a record jump in meat, 
fish and poultry, which advanced 1.9%. The largest in- 
crease (3.5%) was in pork, but all meat groups shared in 
the advance. Fish prices, were slightly lower. The rise in 
fruit and vegetable prices was almost entirely in fresh 
fruits, which increased 6.9% over the month. The price 
of fresh vegetables rose 1.0%, and potatoes 1.1%; frozen 
produce continued to exhibit the weak price behavior of 
the past few months. Cereal and bakery products were 
again higher (0.4%), as bread prices rose. All these in- 
creases were slightly offset by declines in dairy products 
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the housing index, except fuel, power and water, accounted 
for the slight advance in housing costs. The equally slight 
increase in the transportation index reflected continued 
hikes in public transportation charges, which have 
accumulated a 1.4% increase over the first six months of 
1957. Despite higher used-car prices, the automobile 
transportation index remained unchanged over the 
month. The sundries index, registering the largest in- 
crease of the nonfood groups, rose 0.2%, with higher 
charges for personal and medical care items and a frac- 
tional advance in the cost of recreation. The apparel index 
was unchanged over the month as both men’s and 
women’s clothing prices remained at their May, 1957, 
levels. 

Compared with a year ago, prices were substantially 
higher for all commodity groups. Transportation, with 
the largest increase, was up 3.5%. Food followed with 
2.8%, housing and sundries with 2.7%, and apparel 
with 1.8%—H. B. J. 
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Canadian Economic Indicators 
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BUSINESS, PRICES AND MONEY IN CANADA 


I 


ANADA’S rapid economic expansion of 1955-1956 
has ended, leaving the economy in a position of 
substantial balance at record levels of employ- 

ment, income and spending. Although secondary effects 
of this expansion are still being experienced in various 
parts of the economy, there has been a clear-cut leveling 
of over-all business activity, with remaining advances in 
particular industries and sectors being roughly offset by 
declines in others, 

Infthe first quarter of 1957, for the first time since 
mid-1954, the volume of nonfarm Canadian output did 
not advance over the preceding quarter, after allowance 
for seasonal variation. The advance of close to 1% in the 
current-dollar value of nonfarm output was attributed 
to price increases. Unusually favorable seasonal condi- 
tions gave an important lift to some parts of the economy 
in the second quarter, and there was continuation of 
small price increases for many types of goods and serv- 
ices, but the economy has not shown any buoyant re- 
sumption of the earlier expansion. 

The inclusion of theoretical calculations of a 


“normal” farm crop for 1957 (as contrasted with the 
large actual farm crop in 1956) produces a preliminary 
estimate of total GNP for the first quarter that is 
slightly lower in both volume and value than the rate in 
the fourth quarter of 1956. At the same time, the de- 
veloping chronology of reports on crop prospects sug- 
gest that 1957 may turn out to be another year of high 
agricultural production. However, even if this were to 
lead to some upward revision in the latest official figures 
on total Canadian output, it could hardly obscure the 
check to over-all economic expansion that is the domi- 
nant feature of the latest indicators of business trends. 

Total industrial production, after more than two 
years of rapid and almost uninterrupted expansion, 
moved forward much more slowly in the latter part of 
1956, according to revised seasonally adjusted data. 
After touching a peak of 292 (1935-39=100) in Feb- 
ruary, 1957, the latest figure for the total index of indus- 
trial production is 288.3 (for April). However, this level- 
ing out and dip in total production conceals a consider- 
able diversity of movement among the principal com- 
ponents. Mining production continued to advance to 
new record levels in early 1957, rising by almost 17% 
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from mid-1956 through April, 1957. On the other hand, 
electricity and manufactured gas production has fallen 
off since the high rate achieved in August to October of 
last year. Total manufacturing production, after moving 
narrowly on a high plateau from mid-1956 to early 1957, 
dropped rather suddenly in April. During the “plateau 
period” lower levels of durables production were approx- 
imately counterbalanced by continued strength in non- 
durables. But the April decline was almost equally 
attributable to declines in both durables and non- 
durables. 

Similar trends are reflected in the latest data on man- 
ufacturing shipments, orders, and inventories. Although 
official data are unfortunately not available in sea- 
sonally adjusted form, the data show total manufac- 
turing shipments in each quarter of 1956 running about 
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8% or more above the comparable quarters of 1955; in 
contrast, shipments in early 1957 were only about 4% 
above the same period in 1956. In the same comparison, 
total new orders received in manufacturing in the four 
quarters of 1956 ran from 6% to 14% above a year 
earlier; in the early months of 1957, new orders were 
actually lower than in the same months in 1956. 

The total value of manufacturing inventories has 
risen more or less steadily since mid-1955, but the more 
recent accumulation has been relatively less heavily 
concentrated in raw materials and relatively more con- 
centrated in finished goods. In particular, there has been 
a notable rise in the ratio of finished goods inventories 
to shipments in the consumer durables goods industries 
and in the industries producing largely for export, as 
well as a smaller rise in this ratio in the construction 
goods and semidurable consumer goods industries. 
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The rate of total business inventory accumulation 
(including inventories in the hands of both producers 
and distributors), as shown in the national accounts, 
has declined slightly in 1957 from the high average rate 
in 1956. But the over-all rate of accumulation is still 
relatively high, exceeding the rates in any of the pre- 
1956 quarters since 1951 (when steeply rising prices and 
scrambles for scarce materials produced an exception- 
ally high rate of inventory gains). 

Total corporation profits in the first quarter of 1957 
were at the lowest level since the third quarter of 1955, 
after elimination of seasonal fluctuation. The substan- 
tial rise in sales and earnings, as well as in capital assets, 
during this eighteen-month period has therefore ob- 
viously been accompanied by a general decline in aver- 
age profit margins on sales and in average returns on 
invested capital. While there are many individual com- 
panies that may well have escaped this profits squeeze, 
available industry detail suggests that most industries 
have experienced this squeeze in some degree. 


Capital and Consumer Spending 


Total capital expenditures on new construction and 
new machinery and equipment have leveled out after an 
extraordinarily high rate of expansion in 1955 and 1956, 
but on the whole have continued to be an important 
sustaining factor during the first half of 1957. Recent 
trends and the slight upward revision in capital spend- 
ing intentions for 1957 shown by the midyear invest- 
ment review of the Department of Trade and Com- 
merce, indicate a possible increase in total capital out- 
lays in the last half of 1957. If this occurs, it is likely to 
be concentrated in nonresidential construction. 

Total private and public capital outlays in 1957 are 
expected to be $8,776 million, almost 3% above the 
original estimate, according to the midyear review of 
the investment outlook.! Upward revisions in expected 
housing expenditures, and construction outlays in pipe- 
lines, oil and uranium largely account for the higher mid- 
year figure. The magnitude of the upward revision is less 
than that of a year ago, and in the light of postwar 
experience represents what might be considered a 
“normal” change at the time of the midyear review 
against a background of high levels of new investment. 

Expenditures for new residential construction fell 
steadily from the second-quarter peak in 1956 through 
the first quarter of 1957, the total decline over this 
period being 12%. Housing starts declined more steeply, 
the seasonally adjusted rate in the first quarter of 1956 
being 46% below the rate in the second quarter of 1956. 
While the rate of completions continued high in the last 
half of 1956, they dipped early in 1957 to a rate in the 
first quarter that was 18% below the record second- 
quarter rate last year. More recently, although there was 


1 For a review of Canadian capital expenditures, see ““Canadian 
Investment Slowdown,” in the April, 1957 issue of the Business 
Record 
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a rebound in housing starts in the second quarter of 
1957 (even after allowance for a normal pick-up), there 
was a further decline in completions which undoubtedly 
produced a continuing, and perhaps sharper, decline in 
total outlays for new residential construction in that 
quarter. But if the improvement in housing starts con- 
tinues during the latter part of the year, there may well 
be no further decline in residential construction below 
the second-quarter rate. 

In the case of business outlays for new plant and 
equipment, there was a slight gain in early 1957 beyond 
the record rate at the end of 1956. In the first quarter, a 
small drop in nonresidential construction was more than 
offset by a rise in outlays for new machinery and equip- 
ment. Evidence from a variety of sources suggests that 
the rate of spending for machinery and equipment is 
now leveling out, and there is unlikely to be a sub- 
stantial further expansion in such spending during the 
rest of the year. On the other hand, the most recent in- 
dications are for a further rise in the rate of total non- 
residential construction. 

Total personal consumption expenditures are continu- 
ing to advance. But rising prices are accounting for a 
substantial part of the most recent gains. In volume 
terms, the advance in the volume of spending in the first 
quarter appears to have been one of the smallest quar- 
terly gains in a number of years. One of the principal 
factors behind this slower advance was an actual decline 
in expenditures for durable goods that appeared despite 
extraordinarily high automobile sales in the first two 
months of the year. Moreover, the latest figures on re- 
tail sales have shown some loss of buoyancy in the 
second quarter (on a seasonally adjusted basis). In 
particular, a deterioration in sales of automobiles and 
consumer appliances may well have contributed to a 
slight further decline in spending for durable goods. 

Personal income rose less than consumer spending 
during the first quarter of this year. Moreover, since 
personal direct taxes also rose during this quarter, even 
the diminished rise in consumer spending was made 
possible only by a sharp reduction in saving to thelowest 
rate since 1955. 


Employment 


Employment trends have been showing a number of 
irregular features. Canada is currently experiencing a 
massive immigration inflow which appears likely to 
exceed the inflow in any year since 1913. It has been re- 
ported that well over half of all new entrants into the 
labor force in the first half of 1957 have come via im- 
migration. At the same time, participation rates in the 
labor force among the existing population of working 
age have continued high. Thus, while previous shortages 
for labor of some skills and in certain geographical areas 
have by no means been eliminated, a relatively easier 
labor market has developed generally; compared with a 
year ago, a larger number of labor market areas are now 
classified in a surplus position according to the Depart- 


ment of Labor!. On a seasonally adjusted basis, unem- 
ployment rose rather rapidly from October, 1956, 
through April, 1957, but experienced an unexpected, 
though perhaps temporary, reversal in May. As a per- 
centage of the labor force, however, seasonally ad- 
justed unemployment in May stood at 3.7%, the same 
as in February, and above the 3.2% ratio in May, 1956. 


International Trade and Payments 


After allowance for seasonal factors, Canada’s 
balance of international payments on current account 
has swung still more heavily into deficit in the first half 
of 1957. According to preliminary indications, the actual 
size of this deficit may have been not far below a billion 
dollars during this six-month period; and the current 
account deficit with the United States alone was 
probably in excess of a billion doJlars. But this rise has 
been accompanied by a continuing heavy capital inflow 
—an inflow that at times has put upward pressure on 
the free exchange value of the Canadian dollar, bringing 
the premium on this dollar to a postwar peak of 5% 
above the United States dollar. 

The higher current account deficit is partly attribut- 
able to a rise in merchandise imports relative to Cana- 
dian exports, but it also reflects relatively larger pay- 
ments on “invisible” account—tourist and travel ex- 
penditures by Canadians (especially in the United 
States), higher net payments of interest and dividends, 
and larger payments for freight, shipping and insurance. 

As regards commodity trade, imports have risen 
further, with particularly notable increases in machin- 
ery and other types of capital goods, and electrical 
apparatus, and with smaller increases in a wide variety 
of other items. But the over-all rise in late 1956 and 
early 1957 has been very much slower than the gains 
recorded in early 1956 or 1955. On the export side, there 
have been mixed movements. On the one hand, there 
are buoyant trends for some important categories— 
such as oil, uranium, iron ore, and nickel; on the other, 
the value of export shipments of some of Canada’s most 
important commodities have at least dipped (pulp, 
newsprint, and certain nonferrous metals); and some 
exports have declined substantially (wheat, lumber, 
farm machinery). On balance, the declines that have 
appeared in the latest figures have outweighed the in- 
creases, bringing the seasonally adjusted index of the 
total value of exports in March and April to almost 10% 
below the average in September and October last year. 


IT 


URING the past two years there has been a gen- 
eral advance in prices in Canada, following more 
than three years of approximate stability. As compared 


1 Of 109 labor market areas surveyed monthly by the Department 
of Labor, ninety-three were listed as labor surplus areas on May 1, 
1957, as opposed to eighty that were so classified on May 1, 1956 
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with the price increases in 1947-1948 or in 1950-1951, 
however, the recent advance has been of moderate over- 
all dimensions. In the two years from mid-1955 to mid- 
1957, the advances in both the general wholesale price 
index and the total consumer price index have been less 
than 5%. In contrast, the comparable gains from mid- 
1949 to mid-1951 were almost 25% for the wholesale 
price index and 15% for the consumer price index; the 
gains from the end of 1946 to the end of 1948 were about 
40% and 25%, respectively. 

One of the most interesting features of the most 
recent price advance has been the relative evenness of 
the advance through various parts of the economy. In 
1947-1948, for example, there was not only a large over- 
all price advance, but also important changes in the 
price structure. Prices of imported goods advanced more 
rapidly than average prices of domestic goods. Average 
prices of Canadian farm products, which had gained 
relatively during the war period, advanced less rapidly 
than those of most other groups. In the consumer sector, 
commodity prices advanced more rapidly than prices of 
services. In the main, of course, this dispersion in the 
pattern of price changes was a reflection of the under- 
lying distortions and strains that characterized this 
initial period of postwar economic expansion and re- 
adjustment. 

Again in 1950-1951 the relatively large over-all price 
gains were accompanied by some important changes in 
the price structure—once more partly reflecting particu- 
lar strains that developed upon the outbreak of hostili- 
ties in Korea. But the magnitudes of the structural 
shifts were somewhat less marked than in 1947-1948, 
and there were a number of differences in pattern. Aver- 
age prices of imported goods and services, for example, 
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showed roughly the same rise as average prices of domes- 
tic goods and services. On the other hand, as in 1947- 
1948, average prices of Canadian farm products rose 
less rapidly than average prices of nonfarm goods, while 
prices of consumer services again advanced less than the 
prices of consumer goods. 

In the more recent price advance there has been much 
more consistency and evenness within the over-all price 
movements. The general pattern has been one of 
gradual increases at many points, not distorting in- 
creases at critical points—a gradual price swelling in- 
duced by a wide variety of expansionary forces but 
hemmed in by a large number of important price- 
restraining factors. 


Differences in Timing Patterns 


There are also some significant differences in the 
timing patterns of price changes in the above-cited 
periods (1947-1948, 1950-1951) and 1955-1957. For 
example, although both total wholesale and consumer 
prices simultaneously reached a plateau at the end of 
1948 that was held through 1949, and although there 
was a closely synchronized resumption of advance in 
1950, these two aggregative price series moved in op- 
posite directions for a period after mid-1951. The general 
wholesale price index declined from mid-1951 through 
the latter part of 1952, with most of the major com- 
ponents of the index sharing in this decline, while the 
consumer price index continued to advance until early 
1952, with most of its major components sharing in this 
advance. 

This pattern of a prolonged and steady rise in con- 
sumer prices has been repeated, with equivalent clarity 
but on a more moderate scale, in the most recent pattern 
of price changes. The general wholesale price index has 
remained virtually level during the first half of 1957, 
but the consumer price index (especially after making 
allowance for some decline in food prices of a seasonal 
nature) has continued to move higher. Within the 
wholesale index many of the major components have 
now receded from the high points established in 1956 or 
early 1957; but within the consumer price index many 
of the components are still moving up, and with seasonal 
strength now emerging in food prices the total index 
may well continue to move slowly up, at least until 
autumn. 

In another feature of timing, recent price trends have 
differed from the earlier postwar experience. This con- 
cerns the fact that the general wholesale price index 
moved up slowly for more than a year and a half—from 
late 1954 to mid-1955—before the consumer price index 
moved from stability into a gradual uptrend. While part 
of this lag can be explained by the behavior of food 
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prices, which appear to have declined even more than 
seasonally in late 1955 and early 1956 at a time when 
some other consumer prices began to increase, there 
were few increases among the prices of consumer goods 
during most of 1955 despite both uptrends at the whole- 
sale level and the large rise in consumer spending. 


The Consumer Price Rise 


Naturally, the uptrend in consumer prices, which has 
closely paralleled the pattern in the United States 
during the past year, has created concern about the ac- 
companying deterioration in purchasing power and 
has given rise to many questions. 

As of June, 1957, the total consumer price index stood 
at 121.6 (1949=100), slightly over 3% above a year 
earlier. Roughly equal advances occurred for all com- 
modities and for all services. However, within total 
commodities, food advanced approximately 414%, com- 
pared with a rise of about 214% for all nonfood goods 
taken together. In the case of services, the past year has 
seen a somewhat slower rate of advance in the shelter 
index (less than 2%), after four years of steady advance 
at well over 2% per year. On the other hand, there has 
been an accelerated rise in the price of services other 
than shelter (with especially large increases for such 
items as medical and personal services, streetcar and 
bus fares, and laundry and dry-cleaning service). 

Nevertheless, not all consumer prices have been ad- 
vancing. Prices of consumer appliances have declined; 
so have domestic gas rates and a few other items. And 
a considerable number of other prices—for example, 
clothing—have remained virtually unchanged over the 
past year. But the dominant feature has been a broad 
pattern of advance, with many “sticky” prices also 
showing gains—for example, prices of certain staple 
foods that tend to change only very infrequently. The 
prices of about 60% of all nonfood commodities have 
been rising in the past year, and perhaps over 70% of 
all consumer services. 

The rise in food prices in the past year has reflected a 
basic change in movement, following several years of 
stable to declining average food prices. During the latter 
part of 1956 it accounted for the bulk of the over-all rise 
in the total consumer price index, in part attributable to 


an abnormally large seasonal rise owing to adverse. 


weather conditions in the late spring and summer. But 
there was a less-than-normal seasonal decline in the 
food price index during the winter months, and since 
the seasonal low point in May, 1957, there has been 
some evidence to suggest that food prices may be again 
rising more than seasonally. An appraisal of the struc- 
ture of agricultural prices suggests that there has been 
more buoyancy in food prices than can be directly traced 
to improvements in farm prices of agricultural products, 
and that higher distribution and processing costs have 
apparently accounted for an important proportion of 
the rise in food prices. 


Canada: Consumer Price Index 
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There has naturally been a growing interest in what 
forces are accounting for the especially widespread in- 
creases throughout the structure of consumer prices 
against the background of such factors as the check to 
dynamic expansion, the highly competitive conditions 
in virtually all parts of the consumer market, the main- 
tenance of tight money, an apparent continuation of 
consumer resistance to rising prices, and the slower rise 
in consumer spending and income. On balance, it would 
appear that the rise in such prices does not reflect con- 
current inflationary pressures in the consumer area of 
the economy, but rather a “hangover’’—a type of de- 
layed reaction—from earlier inflationary pressures, 
which, after working their way through the economy in 
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the form of higher costs and squeezed profit margins, 
are showing up in the consumer price structure. 

From the point of view of many businessmen, one of 
the most important possible consequences is that higher 
prices of basic consumer commodities (such as key food 
items) and essential services (such as urban transporta- 
tion, laundry service, haircuts) may tend to curb mar- 
kets for some less essential commodities and services by 
forcing some households (particularly those on fixed in- 


comes) to shift the pattern of their spending, allocating 


a larger proportion of it to the more essential items. 
There is little evidence to suggest that such shifts have 
occurred on any major scale. But a continuation of 
price increases could bring such shifts more sharply into 
focus, especially in the absence of a resumption of more 
buoyant general trends in consumer income and 
spending. 


ITI 


N THE 1956 Annual Report of the Bank of Canada, 
the Governor states (page 23): ““The job of a central 
bank is to manage the money supply in such manner as 
to contribute both to economic growth and to stability 
of prices.” There appears to be little doubt that in 
Canada, as in many other countries where monetary 
policy has been used more actively in recent years, the 
objective of maintaining approximate price stability has 
assumed a relatively more important position among 
the various responsibilities with which central banks 
have usually been charged. 

Thus, although demand forces are no longer probing 
in an obvious inflationary way at many of the points at 
which capacity and resource limits created inflationary 
potentials in 1955 and 1956, the continuing rise in con- 
sumer prices undoubtedly remains a major cause for 
concern on the part of the monetary authorities. At the 
same time, it is also argued in some quarters that 
monetary policy has now successfully repressed infla- 
tionary forces, but that these forces are still latent in the 
economy, and that any relaxation of monetary policy 
might well lead to a precipitate resumption of inflation- 
ary trends. Others suggest that while the economy has 
now entered calmer waters, it is necessary to keep the 
monetary sails trimmed during an interim period of 
natural and healthy readjustment to avert any danger 
of having the economy unexpectedly caught in the near 
future by new inflationary winds. 

In any event, extremely tight monetary and credit 
conditions are continuing. At the time of writing, the 
most sensitive indicators of such conditions—the rate on 
day-to-day bank loans and the average tender rate on 
the weekly Treasury bill issue—are at record highs; the 
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Bank of Canada discount rate (now reset each week at 
4% above the average Treasury bill tender rate) is also 
at a record level; and yields and rates on virtually all 
forms of debt instruments are at or near the highest 
levels in more than a quarter century. However, the 
most recent indicators of monetary trends suggest that 
there has been an abatement in the progressive tighten- 
ing of credit and money that was so evident last year. 
Indeed, a close appraisal of these indicators gives the 
impression that the monetary authorities may have been 
merely endeavoring to maintain approximately the 
degree of restraint that had been attained by the early 
months of this year. 

Naturally, the attempt to apply monetary restraint 
mainly through market mechanisms, for the first time 
in Canada’s history, has given rise to lively debate. To 
help illuminate the objectives, principles, techniques, 
and problems of monetary policy, the Governor of the 
Bank of Canada incorporated in his latest Annual 
Report an unprecedented amount of interpretive com- 
ment on monetary developments. 


General Monetary Trends 


Coming out of a short and shallow recession, over-all 
economic activity in Canada rose gradually during 1954, 
and then began to surge forward rapidly in 1955. This 
rapid expansion, even in its early stages, was accom- 
panied by a relatively rapid growth in credit. At the 
same time, a basis was also being laid for a potentially 
more rapid credit expansion—authorized lines of bank 
credit were substantially raised and plans for steeply 
higher business capital spending began to take form. 
With increasing output and sales, there was also a rapid 
growth in business requirements for additional working 
capital funds, partly for such purposes as augmenting 
inventories and carrying enlarged amounts of accounts 
receivable. 

Although the advance in output and spending moved 
forward in relatively good balance throughout 1955, 
against a background of general price stability, Canada’s 
monetary authorities became concerned about the in- 
flationary dangers inherent in the developing monetary 
and credit trends by the latter part of that year. They 
therefore initiated a series of monetary restraint actions.! 

The outstanding financial feature of the past year 
has of course been the progressive tightening of mone- 
tary and credit conditions, particularly in the last half 
of 1956. This resulted from the rise in credit demands 
relative to credit availability, and was reflected in rising 
credit costs, falling security prices, and a substantial 
reduction in liquidity in the economy. 

1 These actions, which actually appear to have brought very little 
restraint to bear upon the pace of credit expansion either in late 1955 
or in early 1956, were described and appraised in an article entitled 
“Monetary Restraint in Canada” published in the May, 1956, 


Business Record. The following analysis focuses attention chiefly on 
monetary and credit developments since early 1956 
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Against the background of heavy credit demands, the 
Bank of Canada has been engaged, more sternly than 
at any previous time in its 22-year history, in continuing 
efforts to avert inflation through monetary restraint 
measures. The essential principle has been that of fore- 
ing stiffer competition for available credit by offering 
increasing resistance to the creation of new reserve 
funds for the banking system. In other words, the ob- 
jective has been to retard new credit creation, thereby 
encouraging heavy credit demands to offer appropriate 
incentives for enlarging saving out of current income, 
and making it increasingly necessary that a rise in credit 
used for one form of spending should either come from 
higher current savings or be associated with a reduction 
of credit used for other forms of spending. Seen from a 
broader perspective, the aim has been to head off ex- 
cessive demands for productive resources and finished 
goods by placing prior limitations on access to the credit, 
thus allowing such demands to reach inflationary di- 
mensions. 

Looking back over the record of monetary develop- 
ments during the past two years, it is clear that mone- 
tary restraint was not effected so quickly or so readily 
as might have been anticipated—or perhaps desired. 
But by the latter part of 1956 much of the previous 


“play” that had existed in the financial system had been 
tightened up, and a rapidly widening circle of credit 
users had come to be affected by the tightening mone- 
tary conditions. Thus, by early 1957, against the back- 
ground of the intensified liquidity squeeze and the di- 
minishing rate of expansion in the velocity of circulation 
of money, the Bank of Canada appears to have reached 
a more favorable position than at any time since its 
establishment in 1935 for exerting flexible and sensitive 
restraining influences on the credit supply. 


Credit Trends 


During the past year there was a rise in the credit 
demands of almost all major groups of borrowers— 
business corporations, noncorporate business enter- 
prises and institutions, individuals, and provincial and 
municipal governments. The single exception was the 
federal government which, on the basis of a relatively 
large excess of receipts over expenditures, undertook a 
substantial reduction in outstanding public debt during 
the fiscal year ending March 31, 1957.! 

Against the background of this widely spread ad- 

1 Gross unmatured public debt was reduced by $1,036 million in the 


fiscal year ending March 31, 1957, to an outstanding total of $14,372 
million on that date 
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vance in credit demand, all principal sources of credit 
came under pressure—the banking system, the nonbank 
financial intermediaries (such as the insurance, trust, 
sales finance and loan companies, and pension funds and 
credit unions),! foreign sources of credit (particularly 
in the United States), and even nonfinancial business 
enterprises (through an extension in accounts receiv- 
able). It is even probable that tighter credit conditions 
have induced an expansion in interpersonal loans (for 
example, in the noncorporate business area, and in 
connection with housing and consumer durable trans- 
actions). 

Unfortunately, the lack of comprehensive and de- 
tailed data on changes in the over-all magnitude, com- 
position and distribution of assets and debts, along with 
the absence of information on flows of funds in the 
Canadian economy, make it difficult to appraise the 
financial changes and strains of the past year with any 
degree of precision. However, the following is a list of 
some of the salient features of financial changes, as re- 
vealed by existing data: 


Net new issues of provincial, municipal, corporate and 
other securities in the four quarters ending March 31, 1957, 
were $2.3 billion, compared with only $1.2 billion in the 
preceding four quarters. Close to 70% of the expansion 
was in the form of larger net new issues by business cor- 
porations, chiefly in the form of bonds and debentures.” 


Indicative of the greatly intensified credit pressures 
within the Canadian economy, only about 75% of the 
funds raised via net new issues were in Canadian dollars 
in the year ending March 31, 1957, compared with over 
97% in the preceding four quarters. The balance, derived 
“in other currencies” (including Canadian stock issues 
with dividends payable in U.S. dollars), has come largely 
from the United States. Balance of payments data cor- 
roborate this substantial rise in net new security issues, 
particularly in the United States, and presumably on more 
favorable borrowing terms than those obtainable in the 
Canadian capital markets. 


Total bank loans outstanding (including insured resi- 
dential mortgage loans) have risen during the past year, 
but very substantially less rapidly than in the preceding 
year. Moreover, since the banking system represented the 
focal point on which monetary pressures have concen- 
trated, even the relatively small rise in total loans was 
made possible only through an almost equivalent reduc- 
tion in holdings of government securities on relatively 
disadvantageous terms for the banks. 


1 [In the Canadian institutional system there are no exact counter- 
parts to United States mutual savings banks and savings and loan 
associations 

2 See Bank of Canada, Statistical Summary, April, 1957, pp. 121- 
123 
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Chartered Banks: Major Canadian Assets 
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A better indication of the loan pressures on banks is the 
concentrated rise in the “prime loan rate.” In April, 1956, 
after well over a decade without change, this rate moved 
up from 42% to 5%. Subsequently, it was moved up to 
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5V4 % in August, 1956, and to 52% in October, 1956, at 
which level it still stands. Under existing legislation in 
Canada, banks are not permitted to extend loans carry- 


ing rates of more than 6%. 


Like the chartered banks, the life-insurance companies 
have also liquidated substantial amounts of federal govern- 
ment bonds, on relatively disadvantageous terms, to 
enlarge their portfolios of mortgage loans and provincial, 
municipal and corporate bonds on a larger scale than 
would have been possible from net premium income and 
debt-repayment receipts. Also indicative of tightening 
monetary conditions, policy loans of the life companies 
(although very small in total) have been well over twice 
as large in the year ending April, 1957, as in the pre- 
ceding twelve months. 


Consumer credit outstanding rose $300 million during 
1956 to almost $2.5 billion at the end of last year, the bulk 
of this rise being accounted for by the sales finance com- 
panies in the form of instalment credit for the purchase of 
consumer durable goods. 


Money Supply and Velocity 


Increased supplies of loanable funds through the 
financial institutions were derived from two principal 
domestic sources—an increase in institutional savings 
and the redemption of federal government securities 
which facilitated the net liquidation of a portion of the 
government security holdings of such institutions as the 
banks and the life-insurance companies. While the 
chartered banks faced the initial upsurge of private 
credit demands in early 1955 with some margin of excess 
reserves that permitted an easy expansion of bank 
credit, and while Bank of Canada operations appear to 
have been adding marginally to the cash reserves in the 
banking system into 1956, there has been no significant 
expansion in loanable funds from new credit creation 
over the past year. As of May, 1957, total cash reserves 
of the chartered banks stood at $862 million, compared 
with $856 million in May, 1956; in both of these months 
the average cash reserve ratio of all banks was 8.2%, 
just slightly above the statutory required minimum of 
8.0%. Total Canadian loans and investments of the 
chartered banks (excluding day-to-day loans and Treas- 
ury bills, the bulk of which are required to be held as a 
“secondary reserve”) amounted to $8,676 million on 
May 31, 1957, compared with $8,658 million on May 31, 
1956. 

Thus, following the large and rapid expansion of the 
money supply throughout 1954 and most of 1955, an 
effective check to its further expansion has been applied. 
Defined to include personal savings deposits, plus ‘“‘de- 
mand” deposits and currency in circulation, there have 
been marked fluctuations in the money supply in the 
past yearand a half but no significant over-all expansion. 


Excluding personal savings deposits, the money supply 
has actually been on an irregular downtrend over this 
period, having run consistently below year-earlier levels 
for more than a year, according to the latest statistics. 
Given the expansion that has taken place in currency in 
circulation, this decline is a direct reflection of a reduc- 
tion in the banks’ demand deposits. 

The large rise in financial transactions relative to the 
money supply has been made possible on the basis of a 
substantial advance in the velocity of circulation of 
money. For example, on the basis of the transactions 
recorded by the national accounts, gross national 
product rose 10% from the fourth quarter of 1954 to the 
fourth quarter of 1956. In the same period, the money 
supply (including personal savings deposits) rose only 
about 2%. 


Tougher Credit Terms 


Under the conditions described above, there has 
naturally been a rise in credit costs, and accompanying 
changes in the terms on which credit users could obtain 
funds from suppliers. The following table shows the 
changes that have occurred in the interest rates (or 
yields) for an illustrative group of debt obligations be- 
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tween May, 1956, and May, 1957 (a few of these rates 
are also shown in an accompanying chart): 
The general rise in interest rates has thus been larger 
in Canada than in the United States during the past 
year. As in the latter country, much of the year-to-year 
gain in rates and yields in Canada occurred in 1956 
rather than being spread out evenly over last year and 
the first part of this year. Indeed, to the extent that the 
interest rates can be taken as sensitive indicators of 
credit and monetary pressures, they tend to confirm 
the view expressed above that the leveling out of over- 
all economic activity has not been accompanied by a 
further progressive tightening of credit in Canada. 
Higher cost for loanable funds has been only one ele- 
ment in the changing pattern of credit terms under 
tighter money. Unfortunately, however, other types of 
changes in terms are of such a heterogeneous nature as 
to be difficult to identify clearly or to measure. On 
balance, other credit terms have tended to move in 
favor of lenders and adversely to many borrowers, as 
was logically to be expected. 


Some Financial Statistics for Canada and the United States 


May 


| 1088 im wo 
CANADA 

Day-to-day bank loans............... 2.73 3.53 0.80 
ederal sl reasury, DING ..0). pf.o id aw of 3 ways 2.72 3.76 1.04 
Discount rate of Bank of Canada....... 3.00 4.01 1.01 
Federal government bonds: 

Two-year (theoretical)............... 3.35 4.68 1.33 

Five-year (theoretical)............... 3.66 4.69 1.03 

Ten-year (theoretical). .............. 3.51 4.46 0.95 

Fifteen-year (theoretical)............ 3.52 4.31 0.79 

Twenty-five-year (theoretical)........ 3.53 4.14 0.61 
High-grade commercial paper 

LNTES tO SLE INONIS) ~ ne se cae ee 5 = 3.50 5.25 1.75 
Minimum lending rate on chartered bank 

TMNT A oc cor Coase ceragaat cele s ototere-sxapienstthely 5.00 5.50 0.50 
Provincial government bonds.......... 4.05 5.02 0.97 
Municipal government bonds.......... 4.52 5.53 1.01 
High-grade corporate bonds........... 4.32 5.28 0.96 
Savings deposits of chartered banks..... 2,00 2.75 0.75 
Canada Savings Bonds (yield to maturity) .| 3.25 3.76 0.51 

UNITED STATES 
Spd co Increase 

Mederall funds 2 vcs 4+ ss vie'ss se alee ee ees 2.75 3.00 0.25 
Federal Treasury bills................ 2.65 3.04 0.39 
Federal Reserve discount rate 

Uhetiie be of New Y OF). onc. se ma 3.00 3.00 
Federal government bonds: 

Short-term (3-to-5 year issues)....... 3.04 3.60 0.56 


_ Long-term (1978-83 and 1995 issues). .| 3.03 3.42 0.39 
High-grade commercial paper 


(Four to siz months) ........+.+++5+ 8.27 3.63 0.36 
Prime commercial loan rate (New York)..| 3.75 4.00 0.25 
State and local government bonds 

(Aga AaeA GndyBaG) reso acres st - 2.83 3.48 0.65 
High-grade corporate bonds 

(Aaa, Aa} Avand Baa)... 2... ewe 3.46 4.02 0.56 


1 These figures have been obtained from a variety of sources, and in most cases 
relate to the end of the month : : 
2 For the most part these figures are averages of daily or weekly quotations 
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In late 1956 and early 1957, for example, there was a 
tendency for down payments to be raised and for the 
average term of repayment to be reduced for consumer 
instalment credit financing. But it is perhaps fair to say 
that these changes were not so large or general as one 
might have expected under the degree of monetary 
restraint that was developing and, from statements ap- 
pearing in the Annual Report of Bank of Canada, were 
not so far-reaching as the monetary authorities thought 
desirable. Among other general kinds of changes in 
terms that appeared were the following: 


Call provisions on corporate bonds which had typically 
been used up to a year or two ago, giving a borrower 
Opportunities to redeem and refinance its bond obliga- 
tions should credit changes make this advantageous, have 
been restricted, and in some cases entirely eliminated. 
This development stems from the 1952-1955 experience in 
which institutional investors, having acquired higher yield- 
ing corporate securities during 1952 and 1953, found that 
their expectations of sustained higher returns were being 
frustrated under the easier credit conditions in 1954 and 
early 1955 as some borrowers exercised options to 
replace outstanding issues with lower-rate new issues. 
An interesting feature of this trend towards modifications 
in call provisions is that it appears to have developed 
somewhat earlier and much more rapidly in Canada than 
in the United States under recent tight credit conditions. 


While there does not appear to have been any clear 
trend towards stiffening of the protective provisions 
behind corporate debt issues (such as provisions regarding 
earnings performance, or the limitations on additional 
debt issues), there has been a virtual end to earlier excep- 
tions from the “standards” in such provisions. 


Many borrowers have attached “equity sweeteners’ to 
their debt issues to enhance their marketability. There has, 
for example, been a rise in convertible debenture issues 
and in “'tied'’ bond-plus-stock issues, while other issues 
have carried stock purchase warrants. 


There appears to have been a general discontinuance, 
in the case of commercial and institutional mortgages, of 
the earlier practice of attaching clauses permitting the 
borrower, at his option, to renegotiate the terms at five- 
year intervals. This practice had originally developed to 
parallel the Canadian legal requirement for such a provi- 
sion in residential mortgage contracts. 


With the growing desire by institutional investors, such 
as life insurance companies, to have the relatively high 
current returns on investments firmly “built in’ to their 
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earnings picture for over a period of several years, 
encouragement has been given to municipal borrowers to 
replace serial bond issues with term issues, or at least to 
modify a serial issue to have a larger proportion of the 
issue concentrated at or near the longest serial maturity. 
This development has actually not emerged in a major way 
yet, but sustained tight credit conditions could well 
accelerate it. 


Effects of Monetary Restraint 


There is little doubt that, in the absence of the 
monetary restraint policy over the past two years, the 
inflationary pressures generated by rapid economic 
expansion would have produced serious distortions at 
many points in the economy. 

By taking strong action to prevent an undue expan- 
sion in the monetary reserve base of the economy, the 
authorities curbed further significant increases in the 
supplies of monetary fuel upon which inflationary forces 
must necessarily feed if they are to do serious damage. 
At least as seen in retrospect, however, the economy 
moved forward into the recent expansion with a rela- 
tively high degree of initial liquidity and with wide- 
spread opportunities for developing a more efficient and 
active use of existing funds, with the result that the 
initial impact of monetary restraint actions was frus- 
trated and delayed. Indeed, this delay was unfortunately 
most apparent and prolonged in the business invest- 
ment sector of the economy—the main area in which 
inflationary pressures were being generated, and in 
which it would have been most desirable to conserve 
and stretch out vital growth forces. 

Despite a widespread appreciation of the experi- 
mental nature of much of the monetary policy develop- 
ments of the past two years, a certain amount of dis- 
satisfaction has been expressed in various quarters re- 
garding the pattern of financial developments. 


Some of the Reservations 


In his latest Annual Report to the Minister of Finance, 
the Governor of the Bank of Canada has expressed 
concern not only about the apparent lag with which 
monetary restraint measures produced effects, but also 
about the evident unevenness of the effects on certain 
groups of lenders and borrowers. And it is evident that 
the monetary authorities are giving serious and con- 
tinuing consideration to changes in money management 
techniques and to alterations in the country’s institu- 
tional arrangements that could enhance the flexibility 
and effectiveness of monetary policy. 

Suppliers of loanable funds have, on the whole, re- 
sponded well to tighter credit conditions, approving 
the objectives that made such conditions imperative in 
the interests of economic stability, and allocating avail- 
able credit in a responsible fashion, under the free play 
of market forces. At the same time, some questions have 
been raised as to whether monetary restraint actions 


may not have had an excessively heavy impact on some 
parts of the financial system in relation to others, and 
as to whether the monetary authorities should not be 
equipped with additional authority and powers to 
develop more specific influences on credit trends. Also, 
there have been important reservations concerning some 
actions and proposals of the monetary authorities affect- 
ing institutional arrangements and operations; in par- 
ticular, the chartered banks strongly opposed any quick 
acceptance of the proposal made in the Governor's 
Annual Report for tying future increases in chartered 
bank savings deposits to longer-term investments 
“naturally associated with long-term savings.” 

Among borrowing groups there has been considerable 
discussion about various elements of the unevenness of 
the effects of tighter credit—the relatively quick and 
heavy impact on residential mortgage credit and on 
municipal borrowing; the claimed disadvantages of 
small or new borrowers vis-a-vis large or well-established 
borrowers in the increasingly competitive struggle to 
obtain credit; the special advantage held by borrowers 
who, on the basis of financial strength, a subsidiary re- 
lationship, or for other reasons, have been able to obtain 
access to foreign sources of capital; and the alleged 
regional inequities in ease of access to credit. 


Alternatives Seen as Unattractive 


There is a further important consequence of the more 
active use of monetary policy—that of adding to the 
variety of uncertainties with which businessmen have to 
contend. This has been pointed up by Mr. W. R. Crick 
of the Midland Bank in England. But he goes on to 
suggest that this is perhaps “‘a reasonable price to pay 
for the benefits to be enjoyed from the higher degree of 
stability attainable in the economy as a whole by con- 
stant pursuit of effective monetary policy’”’—that most 
businessmen would undoubtedly “prefer the shocks, 
even discomforts and temporary dislocations, of effec- 
tive monetary policy to the ruinous consequences of a 
boom-and-bust economy or the steady attrition of a 
continuing depreciation of the currency.””! 

Despite many of the critical reactions to tighter 
credit, there has been an obvious development of a 
better appreciation and understanding of the objectives 
and principles of monetary policy throughout the Cana- 
dian economy over the past year. Further development 
of such understanding, which is of vital importance if 
monetary policy is to be given the continuing respon- 
sibility of shouldering the main burden of maintaining 
stability and balance in a growing economy, will un- 
doubtedly ensue from longer experience in its use and 
from a more widespread and active discussion about 
how it works and how its effectiveness can be enhanced. 


Artuur J. R. Smita 
Economist, Canadian Office 


1 From an address entitled “The Scope and Limitations of Mone- 
tary Policy” delivered before the Liverpool Economic and Statistical 
Society, January 23, 1957 
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SELECTED BUSINESS INDICATORS IN CANADA 


NOTE: ears data ure hte qvarterly in The Business Record recapitulating monthly the Chartbook of Current Business Trends in Canada. The monthly data sheets may be 
dota sheets issued by the Board's Canadian Office to supplement the second edition of obtained from the Canadian Office, 1028 Sun Life Building, Montreal 2, Canada, 


Series Unit 
April 


Industrial production 
1935-39=100 S 
1935-39 =100 S$ 
Manufacturing 1935-39=100 S 
Durables manufacturing 1935-39=100 S 
Nondurables manufacturing 1935-39=100 S 


a ita 


Wholesale prices 
General Index 1935-39 = 100 
1935-39 = 100 
1935-39 =100 


Consumer price index 
All items 1949= 100 
1949= 100 
1949=100 


Average work week 
All manufacturing Hours S$ 
Durables manufacturing Hours S$ 
Nondurables manufacturing Hours S$ 


Average hourly earnings 
All manufacturing Dollars 
Durables manufacturing Dollars 
Nondurables manufacturing Dollars 


Average weekly wages 
All manufacturing Dollars 
Durables manufacturing Dollars 
Nondurables manufacturing Dollars 


Personal income 
Labor income! Billion dollars S A 


Retail trade 
Million dollars S 
Department store sales Million dollars S$ 
New passenger car sales Million dollars S$ 
Furniture, radio and appliance dealers} Million dollars S 


New construction 
Dwelling units started 
(municipalities of 5,000 and over)...| Thousand units S A 


Manufacturing: shipments and inventories 
Total shipments during month Million dollars : fe Whe dt | 2 71655.9 
Inventory owned at end of month....} Million dollars 3 : 74264 ,7 
Ratio of inventories to shipments * 


Manufacturing: new and unfilled orders 
New orders Million dollars 
Unfilled orders Million dollars 
Consumer goods industries Million dollars 
Export industries? Million dollars 
Capital goods industries® Million dollars 


Farm cash income 
Farm prices of agricultural products. ..| 1935-39 =100 
Prices of commodities and services 
used by farmers 1935-39 = 100 


Exports 
To all countries Million dollars 
To the United States Million dollars 
Total value of exports 1949=100 S 
Average export prices 1948 =100 


Imports 
From all countries Million dollars 
From the United States Million dollars 
Total value of imports 1949=100 S 
Average import prices 1948 =100 


Commodity trade balance 
With all countries Million dollars —112.0p 
With the United States Million dollars —130.6p 


United States dollar in 


Canadian funds Canadian dollars 95.56 95.97 95.61 


AUGUST, 1957 vas 


Chart- 
book 
Page** 


45 


47 


21 


25 


27 


29 


31 


37 


45 


51 


Sources: Dominion Bureau of Statistics; 
and Co., Ltd.; Department of Finance; 

1 Including wages and salaries and su 
industries as flour millin, 
refining. ? Including suc 
machine tools and industrial machinery, 
vehicles and related industries. 4 At end of each mont 


SELECTED BUSINESS INDICATORS IN CANADA (Continued) 


Series 


Money supply and bank loans 
Money supply (including personal 
savings deposits) 
Money supply (excluding personal 
savings deposits) 3 
Loans in Canadat4, ® 


Million dollars 


Million dollars 
Million dollars 


Interest rates 
High-grade corporate bonds® 
15-year government bonds? 
2-year government bonds? 
3-month Treasury bills’ 


Per cent 
Per cent 
Per cent 
Per cent 


Common stock prices 
1935-39 = 100 
1935-39 = 100 
1935-39 = 100 
1935-39 = 100 


Bank of Canada; McLeod, Young, Weir 

Tue Conrerence Boarp 
plementary labor income. 2 Including such 
p and paper, nonferrous metal smelting and 
heavy equipment, agricultural implements, 
but aren | construction as well as motor 
; excluding insured residential 


, sawmilling, pu 
industries as 


mortgage loans and day-to-day loans, 5 Beginning January 31, 1957, figures for loans 
are not strictly comparable with those for earlier dates owing to a technical adjustment 


398 


1957 


April March February 


10,982 


4,892 
5,359 


11,181 11,088 


4,935 
5,392 


4,970 
5,482 


vara 
4.00 
4.26 
3.76 


3.41 
4.06 
4.29 
3.70 


ars 
4.16 
4.49 
Saha 


263.2 
276.0 
203.6 
243.2 


278.8 
294.2 
212.9 
255.4 


267.5 
281.0 
209.2 
249.6 


1957 1956 
Seri Unit 
os II I | IV Iil II 
Gross national product 
‘Wotal.facen te ‘ Risotto eee ony hms GOR Billion dollars S A n.G. 30.9 31 Oe 30.2 f° 23-6 
Employment and unemployment? us 
Civilian labormforcent..© ae celenes Thousand persons S 5,899 5,807 5,806 5,753 5,681 
Himployimientuprour sy. fii. yeas eae Thousand persons S 5,683 5,595 5,643 5,589 5,498 
Nonfarm employment.............. Thousand persons S$ 4,944 4,844 4,874 4,772 4,710 
Wnemployment!fy ns ee eine Per cent of labor force S Sth fi S27 2.8 2.9 Soe 
Personal income 
LIKGY E20 Res 2s Ort, Ce reRR De hOB rte Ok eS RR AER ee Billion dollars S A n.a EAS hai A Hes 22.0 Z18 
Personal disposable income.......... Billion dollars S A na 20.8 20.7 20.2 19.8 
Personal consumption expenditure....] Billion dollars S A n.a I9°5 19.2 18.8 18.3 
Personal Savi pepe ois teas finan Billion dollars S A n.a 1.3 125 1.4 is 
Consumer credit outstanding!" 
MOtale acta cpenmarameye c ttis akecaees pre's chemo: Million dollars na. 2,366 72,477 72,412 72,315 
instalmentrcredita sents cen e ene Million dollars n.a 1,139 71,178 71,162 71,080 
Cashapersonaldoanseadernicnmrte so. Million dollars n.a. 886 yr 910 r 901 r 896 
(Chargelaccounts nmr cite Million dollars n.G. 341 389 349 339 
New business investment 
Total plant and equipment.......... Million dollars S A na 5,592 75,532 75,288 v4,928 
Nonresidential construction......... Million dollars S A n.a 2,764 72,828 72,664 72,476 
Machinery and equipment.......... Million dollars S A n.a. 2,828 2,704 2,624 2,452 
Change in business inventories....... Million dollars S A na +560 +724 +396 +856 
New construction 
tL Otalte pita nnactt otc crete Million dollars S A n.a 4,184 74,308 74,212 74,088 
INonresidential seme am ernie ee ee Million dollars S A n.a 2,764 72,828 72,664 72,476 
Residential ts cae Aree eee. 2 Million dollars S A n.a 1,420 1,480 1,548 1,612 
Corporation profits 
All industries before taxes........... Million dollars S A n.a. 3,080 73,216 73,256 73,268 
All industries before taxes........... Million dollars n.@ 659 782 889 884 
All industries after taxes............ Million dollars n.a 373 444 506 501 
Manufacturing after taxes.........., Million dollars n.a 189 231 237 260 
Mining, quarrying and oil wells 
GLLEVELAXES Io ee te venigstaat ee ee oh ewe Million dollars n.a 44 48 67 59 
Farm income and prices 
@otal farmicash incomes. ....... 40s: Million dollars S A n.a 1%} 672 650 682 
ee ee RES eh eae we Rec 
Money supply and bank loans 
Loans to manufacturers and 
construction contractors®, 12,....... Million dollars na 1,637 1,540 1,580 1,551 
Loans to merchandisers’, 2.......... Million dollars n.d 688 647 721 "7390 
er ee ee ee ere 
Federal budget receipts and expenditures 
RECEDES cyet enay tion te Pec eee cee Million dollars n.d. 1,509.6) | 1,266.7 1,219.3 1,153).5 
Expenditiress. sanccte nian cee Million dollars n.d. 1,588.06 | 1,178.5 1,166.9 933.1 
Cumulative surplus or deficitl®. ....., Million dollars n.d. +282.5p | +361.1 +272 .9 +220.4 


in the valuation of bank assets, 6 Be, inning of each month. 7End of each 
8 Average tender rates on the Thursday nearest the end of each month. 9 Midale 
month of each quarter, 1° Persons without jobs and seeking work, 11 Estimate as of 
the end of each quarter, 2 At end of each quarter, 18 Fiscal year beginning April Ist, 
S-seasonally adjusted. A-annual rate. n,a.-not available. p-preliminary. r-revised. 
End-of-month inventory, divided by shipments during the month. ** Chartbook of 
Current Business Trends in Canada, Seaond Edition, Taz Conrrrencr Boarp, 1957 
Copies available to Board Associates on request : ; 
b April, 1956, for monthly data 


BUSINESS RECORD 


Chartbook 
Page* 


5 


1 


13 


15 


SELECTED BUSINESS INDICATORS 


Series 


Industrial production 
Total 


Wholesale prices 
All commodities 


Consumer prices (NICB) 
All items... 
Housing 


Prices received and paid by farmers 
Prices received 
Prices paid! 
Parity ratio* 


Employment and unemployment (Census)? 


Total labor force: ssi isoe es seews deere SMatarete™ee nt 


Civilian labor force 
Civilian employment 
Nonfarm employment.... 


1947-49=100 S 
1947-49=100 S 
1947-49=100 S 


1947-49 = 100 
1947-49 = 100 
1947-49 = 100 


1953=100 
1953=100 
1953 = 100 


1910-14=100 
1910-14=100 
1910-14=100 


Thousand persons 
Thousand persons 
Thousand persons 
Thousand persons 


Wyreniploymient steht acc concn anne .....| Thousand persons 


Nonfarm employment (BLS) 
Total Thousand persons S$ 
Employees in nonmanufacturing Thousand persons S 
Employees in manufacturing................. ....| Thousand persons S 
Production workers in durables manufacturing Thousand persons S 
Production workers in nondurables manufacturing. ..}| Thousand persons S 


Average work week 
All manufacturing.......... Sala ceteyars 
Durables manufacturing........... 
Nondurables manufacturing..... 


Average hourly earnings 
AM mmanniacturineg.\ . oPeeee was sete eae Saree es Dollars 
Durables manufacturing). «0.0 sis,» dco cies Blac .....| Dollars 
Nondurables manufacturing Dollars 


Average weekly earnings 
All manufacturing. ........... Sars .| Dollars 
Durables manufacturing .| Dollars 
Nondurables manufacturing Dollars 


Personal income 
Potal’ se ans ees P 
Labor income5... 
Other income 


Billion dollars 
Billion dollars 
Billion dollars 


Instalment credit 
Extensions..... Million dollars S 
FVeEDA VME Ae og sates od b's o'e\s sold vache ch ee Million dollars S$ a. 
Instalment credit outstanding Million dollars eas 29,7636 


New construction 
Total. sas:c8 » 1 ee ee ee ke toe A oxerants .....| Million dollars SA 
Motal WriVAte aoe... .2.ch0 = eae oes oe yaya lata tous Million dollars S A 33,504 
Private nonfarm residential Million dollars S A 17,700 


Business sales and inventories 


LOA) ABV EREOLICS o:c-0 sicis s'wisvole «0 a'dininie bye eve S 

FUGA) SOLER ae ees ve ase 6 ecsusltic ou welbie wietere delete slate 
Manufacturing inventories... 

Manufacturing sales 

Retail inventories: civ. iccccssve ji 

Retail sales 


Retail trade: Durable goods stores 


Tnventories srs v25 cs dabei Oe oc.cseiee'e Rie wretets Siete atee 
DAlGAy cus Meee eels “tee eee eeeeeeeeee Grote lay wietee a 
Inventory-Sales ratio 


Retail trade: Nondurable goods stores 


TAVEntoriesg oe sw.0 acne Setiaces Raeteeies 
Sales 5..b5 fee es seeeeeeeee eva aeters Sorina 
Inventory-Sales. Patio...c.sia cine ss:00.0 016 sve para tern a 


Durables mfg.: Sales and inventories 


Inventories 


Saleai... 


Inventory-Sales ratio 


Nondurables mfg.: Sales and inventories 


Inventories; csace + se seen 0s ory 


Salesigecicct 


AUGUST, 1957 


Inventory-Sa 


Million dollars S 
Million dollars S 
Million dollars S 
Million dollars S 
Million dollars S 


Million dollars S 


Million dollars S 
Million dollars S 


Million dollars S 
Million dollars S 


Million dollars S 
Million dollars S 


Million dollars S 
Million dollars S 
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20,4435 
14,0605 
1.456 


SELECTED BUSINESS INDICATORS (Continued) 


Chartbook 


Page* Series 


Merchandise exports and imports 
Exports® 
Imports : 
Export surplus incl. grant-aid shipments 
Export surplus excl. grant-aid shipments 


Federal budget receipts and expenditures 
Cumulative receipts 


Cumulative expenditures 
For quarterly data see below 


Money supply and turnover 
Privately held money supply’ 
Total demand deposits adjusted and currency 
Deposit turnover: New York City 
Deposit turnover: 337 other centers® 


Bank loans, investments and reserves 
Investments? 


49 


51 


53 


55 


Diffusion index 
Industrial production 
Diffusion index 
Diffusion index, cumulative 


Eight sensitive business indicators 
Residential building contracts 
Nonresidential building contracts 
New orders, durables 
Averages work week. «2 «sinus cls s/o @) 0/sia/evejeyssoiecs ailshonees 
Raw materials prices 
Stock prices, industrials 
New incorporations 
Business failures 


57 


Chartbook 
Page“ 


Gross national product 


7 


Components of gross national product 
Personal consumption expenditures...... 
Change from previous quarter 
Government purchases of goods and services 
Change from previous quarter 
Gross private domestic investment..... 
Change from previous quarter 


Disposition of personal income 
Total personal income 
Disposable personal income 
Personal consumption expenditures 
Personal saving 


Corporate profits 
Net before taxes....... 
Net profits.... 
Tax liability 
Dividend payments 
Retained earnings 


Business expenditures for plant and equipment 
MT Otall ce, Mvirscacnt exes syeiahsveaeee a orb Seer thealo eiwimiers aio eescal rere 
Manufacturing industries 
Nonmanufacturing industries 


Federal budget receipts and expenditures 
Receipts 
Expenditures 5 eres 
Cumulative surplus or deficit#®....... Fe acess 5 
For monthly data see above 


Sources: Federal Reserve; Department of Commerce; Bureau of Labor Statistics; 
Tue ConFErRENcE Boarp; Department of Agriculture; Bureau of the Census; Se- 
curities and Exchange Commission; Treasury Department; F, W. Dodge; Standard 
& Poor’s; Dun & Bradstreet 

_! Includes interest, taxes and wages. 2 Prices received divided by prices paid. *Be- 
ginning May 1956, data based on $30-area sample. 4 Excludes personal contributions 
to social security, included in apres 5 Includes wages and salaries and “other 
labor income.” ® Includes grant-aid shipments. 7 Demand and time deposits adjusted 
to exclude U. S. Government and interbank deposits; and currency outside banks. 
§ Excludes Boston, Philadelphia, Chicago, Detroit, San Francisco, Los Angeles and 


Million dollars 
Million dollars 
Million dollars 
Million dollars 


Million dollars 
Million dollars 


June 


1,7166 
1,095b 
6216 
426b 


1,811 
1,102 
709 
607 


n.d. 
n.d. 
n.d. 
n.d. 


42,925 


31,272 
33,414 


29,353 


42,920 
35,543 


Billion dollars 
Billion dollars SR 


Million dollars 
Million dollars 
Million dollars 
Million dollars 
Million dollars 


tS 
ts 


60,1845 
73,9306 
569d 
1,1600 
28,498 


1947-49=100 S 


10) 
tt S 


Thous. sq. ft. fl. sp. S 
Thous. sq. ft. fl. sp. S 
Million dollars $ 


Billion dollars 
Billion dollars 
Billion dollars 


Billion dollars 
Billion dollars 
Billion dollars 
Billion dollars 
Billion dollars 
Billion dollars 


Billion dollars 
Billion dollars 
Billion dollars 
Billion dollars 


Billion dollars 
Billion dollars 
Billion dollars 
Billion dollars 
Billion dollars 


Billion dollars 
Billion dollars 
Billion dollars 


Million dollars 
Million dollars 
Million dollars 


400 


1957 


i I 


Quarter Quarter Quarter 


433. 429.1 
432. 429. 
We —0. 


426. 


S 
S 
S 


pb pb 
AAW 
Roo 


217. 


SUN Oo A100 


AAAAA |\WRAD |DARAARD 


37 .33a 
16.84a 
20.49a 


NnH 1HHHHH |HHAHH |NHHHHHYH 
Dao (| PRSPP /Ppapp [pppoe pp 


21,186 
lp lAil 
1,645 


21,734 
17,422 
—1,419 


13,414 
17,439 
—5,/32 


New York. * All member banks. 1 From Federal Reserve Banks. 1 Weekl. reportin; 

member banks, 12 Gross national product, less change in business inceatarnny! 18 For 
fiscal year beginning July 1. S-seasonally adjusted. A-annual rate. a-anticipated. 
For the III Quarter of 1957, anticipated outlays are: Total, 37.89; Manufacturing, 
16.42; and Nonmanufacturing, 21.47, b-May, 1956 for monthly data; I Quarter 1956 
for quarterly data. p-preliminary. r-revised. R-Series revised. * End-of-month in- 
ventory, divided by sales ps. the month. t Debits (annual rate) divided by de- 
posits. t+ Diffusion index stated as the average duration in months of e ansion or 
contraction, n.a.-Not available. A Chartbook of Current Business Trends, (Phird Edi- 
tion), Taz ConreREence Boarp, 1957, Copies available to Board Associates on request 


BUSINESS RECORD. 


Studies in Business Economics 


No. 57—Economic Concentration Measures: Uses and Abuses 
No. 56—Wage Inflation 

No. 55—Statistical Handbook of the U.S.S.R. 

No. 54—The Business Outlook, 1957 

No. 53—Interest Rates and Monetary Policy 

No. 52—Income and Resources of Older People 

No. 51—Productivity in Industry 

No. 50—The Economics of Consumer Debt 

No. 49—The Business Outlook, 1956 

No. 48—The “Fair Trade” Question 

No. 47—Growth Patterns of States 

No. 46—The Business Outlook, 1955 

No. 45—Convertibility and Foreign Trade 

No. 44—Industrial Russia—The New Competitor 

No. 43—Shall We Return to a Gold Standard—Now? 
No. 40—The Economics of Tariffs 

No. 39—Growth Patterns of Cities 

No. 38—CEA: Retrospect and Prospect 

No. 36—Resources: From Abundance to Scarcity by 19752 
No. 33—Credit Policy: Recent European Experience 
No. 32—Growth Patterns in Industry 

No. 30—Strike Controls in Essential Industries 

No. 29—Defense Economics—CEA Model 

No. 28—Key Materials; Current Supply and Outlook 
No. 24—Economics of the Work Week 

No. 23—When Should Wages Be Increased? 

No. 18—America’s Mineral Resource Position 

No. 15—Behavior of Wages 

No. 10—Dividend Policy and Tax Problems 

No. 9—The “Miracle” of Productivity 

No. 6—Full Employment and Scarcity 


In the July Management Record 


Moonlighting and Its Controls—Moonlighting has nothing to do with love or liquor. 
It is a relatively new term for double employment or holding two jobs at once. Although 
it is not a new practice, it does seem to be a growing one, and some companies are in- 
vestigating methods to deal with it. 


The Strike Manual—pPreparation for almost anything is important, and this holds es- 
pecially true for strikes. Many companies feel that the further step of putting their plans 
and procedures in writing is one of the best ways to be prepared in case of a strike. 


The Fight for Clean Unions—Senator John L. McClellan and Chief Counsel Robert 
F, Kennedy are interviewed by Victor Riesel on the findings, and their possible implica- 
tions, of the Senate Select Committee on Improper Activities in the Labor or Management 
Field. In another article, Rey. John M. Corridan, known to many as the “waterfront 
priest,” looks at the moral problem of labor racketeering. And in the third article in this 
series A. J. Hays, chairman of the AFL-CIO Ethical Practices Committee, tells what labor is 
doing to clean its own house. 


Investing Profit Sharing Funds—the investment policies on deferred profit-sharing 
plans of 150 companies are examined here. The Internal Revenue Code restrictions on 
such funds also are reviewed. 
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71 Speakers 
71 Specialists 
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NICB: 460 Park Ave. 
New York 22, N.Y. 
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Marketing Research: Building an Effective Department... Role of Marketing 
Research ... Effective Administration of Research . . . Improving Marketing Research 
Techniques 


Sales Outlook: Outlook for 1958... Outlook for the "Mid-term" Years 1959-1961 


Sales Management: Organizing for Competitive Selling . . . Cutting Marketing _ 
Costs . . . Sales Coordination . . . How to Increase Sales . . . Keys to Effective Sales 
Management 
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